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TUESDAY, JUNE 11, 1957 


Unirep States SENATE, 
SuBcoMMITTEE TO INVESTIGATE THE 
ADMIN ISTRATION OF THE INTERNAL SECURITY Act 
AND OTHER INTERNAL Security Laws, 
OF THE COMMITTEE ON THE JUDICIARY, 
New York, N. Y. 

The subcommittee met, pursuant to call, at 10:45 a. m., in room 35, 
United States Courthouse, Foley Square, New York, N. Y., Senator 
Roman L. Hruska presiding. 

Also present: Robert Morris, chief counsel: William A. Rusher, 
associate counsel; and Roy Garcia, investigator. 

Senator Hruska. The session will come to order. 

This is a hearing of the Senate Internal Security Subcommittee, 
and I would like to make a short statement before we call the first 
witness. 

For the last year this subcommittee has been holding hearings on 
the potential threat posed to the security of the country by institu- 
tional financial devices, such as Swiss trusts, anonymous accounts, 
numbered accounts, and other fiscal arrangements. 

In February of this year the subcommittee made an interim report 
which sketched the anonymous nature of an increasing flow of foreign 
capital into the United States. 

he hearings commencing today will be a continuation of what 

has already been undertaken by the subcommittee. Under consid- 
eration will be devices whereby money is taken out of the United 
States by anonymous sources. 

The subcommittee would like to stress that, with respect to the 

articular witnesses called during this session today, it has no evi- 
ma that any one of them is connected in any way with the Com- 
munist organization. The hearings are intended to publicize the 
potential that may be used by some alien force. Nor concerning the 
situation involved is there any assumption by the subcommittee that 
American laws are being violated. We are simply seeking informa- 
tion to determine whether new laws may be necessary and, if so, 
what kind. 
Judge Morris, will you call the first witness, please. 
~+ Sm enator Hruska, the first witness will be Dr. Kerekes. 
Will you stand to be sworn, Dr. Kerekes, please ? 
Senator Hruska. Do you solemnly swear that the testimony you 


are about to give will be the truth, the whole truth, and nothing but 
the truth ? 


Dr. Kerexes. I do. 
4189 
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TESTIMONY OF DR. GABRIEL KEREKES 


Mr. Morris. Would you give your full name and address to the 
stenotypist ? 

Dr. Kerexes. My full name is Gabriel Kerekes. 

Mr. Morris. What is your address? 

Dr. Kerexes. Babson Park 57, Mass. 

Mr. Morris. What is your business or profession ? 

Dr. Kerexes. I am a member of the faculty of Babson Institute in 
Wellesley, Mass. 

Mr. Morris. A member of the Babson faculty, Babson Institute, in 
Wellesley, Mass. 

Dr. Kerexes. That is right, sir. 

Mr. Morris. Do you do anything else in addition to that ? 

Dr. Kerexes. Yes. I am also a member of the faculty of the New 
York Institute of Finance, which is the former New York Stock Ex- 
change Institute. 

Mr. Morris. I wonder if you would briefly sketch for us your own 
qualifications that qualify you to be a witness before the subcommittee 
today ? 

Dr. Kerexes. I am a former research assistant of the United States 
Senate Committee on Banking and Currency. Then I spent 11 years 
in the Federal service, part of it in the Treasury Department, part of 
it in the Department of the Army, and part of it as Foreign Service 
Reserve officer. I was the financial chief of the United States special 
mission to Austria, and I have always been interested officially and 
privately in the issue of economic penetration. 

My interest started with Nazi methods of economic penetration and 
naturally carried through to the problems of the day, which are the 
Soviet methods of economic penetration. 

Mr. Morris. Now, Dr. Kerekes, you are aware, are you not, of the 
subcommittee’s annual report which sketched in brief—by way of an 
interim report—its hearings on financial matters during 1956? At 
that time the subcommittee—that is, in February of this year—found 
that there is an increasing flow of foreign funds into the United 
States and that this is largely of an anonymous nature. 

Dr. Kerexes. Yes, sir. 

Mr. Morris. And the subcommittee is analyzing the problem to 
determine whether or not this may be a sign that forces alien to the 
United States may be buying into American industry, and on the 
basis of that, were you not asked by the subcommittee to prepare some 
kind of a study in furtherance of this particular investigation ? 

Dr. Kerexes. I certainly was send: and I finished my study some 
time ago and I handed you last week the first copy of it. 

Mr. Morrts. Now, are you prepared to testify this morning on that 
general subject? 

Dr. Kerexes. I certainly am, sir. 

Mr. Morris. Dr. Kerekes, I wonder if you would tell us whether 
or not it was a fact that, during World War ITI when the forces of the 
free world were arrayed against Nazi Germany and its allies, the Nazis 
had made efforts to use financial devices to penetrate the framework 
of the Allied Governments? 

Dr. Kerrekes, Very definitely so. 

Mr. Morris. Will you tell us about it? 
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Dr. Kerexes. Yes. The Nazi government established an office 
which was called the Claudius office. At the head of the—— 

Mr. Morris. That is Claudius? 

Dr. Kerexes. Claudius, yes. Claudius was the head of the office 
and it was always referred to as Claudius. He was the expert on 
economic grand strategy for Hitler, at least of international economic 
grand strategy, and Claudius’ office was in charge of hiding Nazi 
assets abroad and hiding Nazi penetration. 

It was clear to the Nazis that, with popular feeling in the free 
world running against them, and with their being watched by the 
governments w vith whom they did not maintain friendly relations, they 
could not, under their own name or under the name of Nazi Ger- 
many, conduct the campaign of economic penetration, and they used 
for this purpose financial intermediaries in countries neutral which, 
of course, as there were less and less neutral countries, they had to 
concentrate on Switzerland which remained neutral all during the 
war. So they used largely Swiss intermediaries in order to hide Nazi 
ownership of assets and of bank accounts and of credits and of in- 
dustrial interests in countries with which they were at war or neutral 
countries where such penetration would not have been tolerated or 
would have been neutralized as a result of disclosure. 

It was the Claudius office which really brought to a perfection the 
use of financial intermediaries. ‘These financial intermediaries re- 
sulted from the desire of the liberal 19th century to give protection 
of anonymity to capital and transferability, but they were perverted 
to the use of destroying or at least perverted to the use of using them 
by totalitarianism for “the destruction of the free institutions which 
they were originally intended to serve. 

So, there was totalitarian penetration through Swiss intermedia- 
ries and the classic examples of it were brought into life by the Alien 
Property Custodian in the United States who found that many busi- 
ness corporations in the United States which were allegedly owned 
by neutral interests were actually and beneficially owned by nationals 
of countries with which the United States was at war from 1941 on. 

Mr. Morris. Now, was there any kind of a report made? 

Dr. Kerexes. Y es; I understand there was, sir. 

Mr. Morris. Are you acquainted with the report at all, Dr. Kerekes ? 

Dr. Kerexes. I am acquainted with its conclusions, and those con- 
clusions said that there was no way to ascertain the real beneficial 
ownership of assets in the United States held in the name of inter- 
national financial intermediaries. 

Senator Hruska. What is this report to which you refer, Mr. Wit- 
ness? By whom was it made? 

Dr. Kerexes. I understand it was made by the Treasury Depart- 
ment which conducted extensive hearings. 

Senator Hruska. Do we have that available, Mr. Morris? 

Mr. Morris. Senator Hruska, after we heard that this report was 
in being, we wrote to the Secretary of the Treasury and asked him 
to make it available. We have since heard from the Department of 
Justice that the report is now in the possession of the Department of 
Justice and it will be available to us. 

Senator Hruska. It will be made available? 

Mr. Morris. That is right. I think that was 6 or 8 weeks ago, 
roughly. 
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Senator Hruska. But you have not had access to it, Mr. Witness, 
for the purpose of your preliminary study ? 

Dr. Kerexers. No, sir, I have not. 

Mr. Morris. Inasmuch as some of it may still be classified, I think 
it just as well that we not ask the witness anything further about it 
because then when it comes out, it will come out in its formal form 
and declassified, if that be necessary. 

Senator Hruska. Very well. Let us be governed accordingly. 

Mr. Morris. The fact of the matter is that the Treasury Department 
did in fact learn that the Nazis were using financial institutions and 
financial devices to penetrate our economy ? 

Dr. Kerexes. Certainly. 

Mr. Morris. And it was very difficult to ascertain the identify of 
these intermediary forces, is that right? 

Dr. Kerexes. That is right. The ultimate beneficiaries, which it is 
difficult to ascertain. The intermediaries are easy to ascertain. They 
are the people we deal with. What we cannot ascertain is who are the 
beneficial owners of the assets. Who are the people who pull the 
strings behind the puppets. 

Mr. Morris. Dr. Kerekes 
K-e-r-e-k-e-s? 

Dr. Kerexes. Yes. 

Mr. Morris. What in fact happened to this whole structure that 
the Nazis made, the organizational structure that they possessed in 
order to effectuate that? 

Dr. Kerexes. On the first day that the Russians entered Berlin, the 
Russian Army rounded up all the files of the Claudius office, all the 
members of the Claudius office down even to the nonpolicymakers, 
purely clerical or technical help, and this office was removed with its 
filés and its members, and in some cases I understand even the families 
of the members later on followed. This whole organization was re- 
moved to Moscow, was given a villa, a relatively spacious villa, I un- 
derstand, outside Moscow, and the members of the organization have 
been assisting the Russians and the satellite countries to put into 
effect the same kind of policies in the field of international finance and 
international trade which Hitlerite Germany followed. 

As a matter of fact, the whole external organization of Russian 
trade and finance is still patterned upon the Nazi organization except 
in some cases it is subjected to the somewhat different power potential 
of Russia. 

These members of the Claudius office not only served as advisers to 
the Russians who were put in these posts, but in some cases actually 
acted for them. 

I was told by a member of the Trade Ministry of one of the coun- 
tries which are now satellites of the Soviet Union that he had to face, 
in a negotiation in 1944, a German official member of the Claudius 
office who made demands on him in behalf of Nazi Germany, and in 
1946 the very same individual, acting for Soviet Russia, was negoti- 
ating a so-called commercial treaty with him. 

Senator Hruska. Dr. Kerekes, have you any idea as to the size of 
the staff of this Claudius office that was transplanted in the fashion 
you have just described ? 

Dr. Krrexes. Not exactly, sir, but it runs into about three figures. 
More than a hundred, surely. Only two members of the policymaking 
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staff escaped. They didn’t happen to be in Berlin. They were in 
West Germany at the time and naturally they never gave an oppor- 
tunity to the Russians to take them. But with the exception of those 
two, the whole office, except those who were there, of course, as a re- 
sult of bombardment, and so forth, were sent to Moscow. 

Senator Hruska. Did that staff include the policymaking, as well 
as the ministerial, the clerical help? 

Dr. Kerexes. Yes. 

Senator Hruska. And they were all transplanted ? 

Dr. Kerexes. All transplanted over there. 

Mr. Morris. In other words, just as the Soviets took German scien- 
tists and all kinds of experts on ballistics, and so on, and transported 
them over to the Soviet sector, they did likewise with financial ex- 
perts ? 

Dr. Kerexes. Exactly the same. 

Mr. Morris. What were you doing at that time, 1945, 1946? 

Dr. Kerexes. At the beginning of 1946 I was in Vienna, sir, as 
Deputy Chief of the Finance Division of the American military gov- 
ernment in Austria. In 1945 I was still in the Army. 

Mr. Morris. And you were able to observe in 1946 all of these things 
you are telling us about? 

Dr. Kerexes. Yes, sir, and I also spoke to the two men who es- 
caped. 

Mr. Morris. And they told you many of the things that you have 
testified to here today ? 

Dr. Kerexes. That is right, sir. 

Mr. Morris. Now, Dr. Kerekes, can you tell us anything about what 
the Soviets have been doing, having made this transfer, since that 
time? 

Dr. Kerexes. Well, they indoctrinated the trade and financial peo- 
ple with the ideas of Germany, and most important for our purposes 
is the fact that they indoctrinated them with the use of financial 
intermediaries. In other words, it was the use of the free institutions 
of the free countries for the benefit of a totalitarian and subversive 
force, and in many of the dealings that we had with the Russians 
and with the satellites, it became evident that Russians learned these 
techniques and the satellites these techniques. And certainly the 
satellites do use financial intermediaries in all their international deal- 
ings. To what extent the Russians use them I cannot say but I can 
say that the probabilities are that they would use them because it 
would fit into the whole pattern of Soviet ideology toward economic 
warfare, external Soviet relations of economic warfare. 

It is part of their doctrine. Trade is not conducted for the purpose 
of maximizing the benefits accruing from international exchange, but 
it is coaduaan for the purpose of maximizing the power position of 
the Soviet Union. And it would be unthinkable that the Soviets would 
not make full use of international intermediaries. 

Mr. Morris. Now, in the financial field the use of an intermediary 
is quite standard; is it not? 

r. Kerexes. Yes, sir. 

Mr. Morris. And by the same token the fact that the Soviet Union, 

operating in an area of infiltration, would use an anonymous source, 
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it is very likely that a financial intermediary would be a good device 
for their purposes ? : 

Dr. Krrexes. As a matter of fact, it is their only device because if 
there would be full disclosure, there could not be penetration. The 
only way open for penetration is the use of financial intermediaries. 

Senator Hruska. Dr. Kerekes, a little bit ago you said that this 
whole mechanism had been transplanted, the Claudius office and all its 
men had been transplanted to Russia. 

Dr. Kerexes. Yes. 

Senator Hruska. And it has been available since that time ? 

Dr. Kerexes. Yes, sir. 

Senator Hruska. For the development in similar fashion as that to 
which Germany had put it? 

Dr. Kerexes. Yes, sir. 

Senator Hruska. With the exception, you said, or with the supple- 
ment that they are now operating under their own power potential ? 

Dr. Kerexes. Yes. 

Senator Hruska. Would you like to describe some of the character- 
istics of the Russian power potential or viewpoint that would differ- 
entiate their operations from those of the Germans when they ran the 
outfit ? 

Dr. Kerexes. Yes, sir. There are four main areas in which the 
Russians have much greater potential than the Germans had. For 
one thing, the German resources were relatively small. Russian re- 
sources areimmense. Because of the small potential of Germany, time 
was running against Germany. Time, as far as economic development 
is concerned, is unfortunately running in favor of Russia. 

The Russian economic development goes on at a much faster rate 
than economic development in the free world because, due to the higher 
living standard in the free world, less of our own production goes 
back into industrialization. So, Russia with its enormous unde- 
veloped resources, including enormous undeveloped human re- 
sources, has a power potential in this field that Germany never had. 
So this is No. 1. 

No. 2, and this is perhaps the most important point from the view- 
point of these hearings, German financial resources were meager. 
Germany had very little gold, had very little foreign exchange, and 
had very little international credit. Russia is holding a gold reserve. 
We don’t know exactly how big it is, but the lowest estimate I ever 
heard was $5 billion, and about 2 years ago the New York Times, 
through one of its best correspondents, estimated it to be $12 billion, 
ae is almost as much as the free world outside the United States 
nas. 

So, it is somewhere between $5 billion and $10 billion, if any of 
these estimates are correct. 

This gold reserve is purely for the purpose of transactions in the 
free world, because eal is not being used as a medium of exchange in 


the Soviet orbit nor for the backing of Russian currency. So, very 
clearly, this huge gold hoard can serve the Soviets for only one pur- 
pose and that is buying things with it or accomplishing their objec- 
tives with it in the free rad 

Now, in addition, we do not know how much real bank balances and 
other liquid resources the Soviets have in the free world. We don’t 
know how much bank notes they possess. We don’t know how much 
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of this money, in the name of international financial intermediaries in 
balances in our own banks, are beneficially owned by them, but cer- 
tainly it can be assumed that these amounts are large. 

Now, the third point is that, while German manpower was tech- 
nically highly qualified, it was quantitatively limited. Russia not 
only has enormous manpower at its disposal, but manpower is also 
expendable in Russia. The result is that the cost factor in interna- 
tional trade and international finance doesn’t mattter. 

If, for instance, the Russians find it to their interest to increase their 
gold hoard by mining gold in Russia, it doesn’t matter to them that 
they are maybe mining a poor grade. The human factor is expend- 
able. They are only interested in how much gold they may get out of 
it; and, in all trading with the satellites and with the Russians, the in- 
teresting part is that the cost factor on the other side doesn’t seem to 
matter. 

If they want something, they will buy it regardless of cost. If they 
want to dump something, they will dump it. 

Senator amie! If it has strategic value, economic cost doesn’t 
mean anything, does it ? 

Dr. Kerexes. That is right. Germany couldn’t afford it; so that is 
the third point in Russia’s favor. 

Now, the fourth point is that Germany had to maintain some 
semblance of free economy. It had to maintain competing firms. 
True, they were cartelized; but still it had to maintain competing 
organizations. 

Russia is not bound by any of those pseudo-niceties or any of those 
niceties of capitalism. It can simply give a task to the trade monopoly 
and the Russian trade monopoly or one of the satellite trade monop- 
olies will execute the task. 

Russia can resort to monopolies and monopolistic practices on the 
one hand while it can fully exploit the competitive element of the 
free world. 

As a result, we had an enormous change in terms of trade in favor 
of the Soviet Union and its satellites over the last 10 years. If we 
look at what the Soviet exports are and what the satellite exports are 
on one side, and we look at what they buy on the other side, we find 
that in traditional terms they are buying very cheaply and they are 
selling very expensively because, with this great competitive advan- 
tage, they can exploit the free economies. And it is impossible to 
estimate the size of resources which were transferred to the Soviet 
Union, but we can say that they were enormous over this period. 

So, these are the 4 basic differences in the German potential and 
in the Russian potential, and each of these 4 points makes Russia and 
the Soviets much more dangerous and much more powerful opponents 
in international economic warfare than Germans ever could have been. 

Mr. Morris. Now, Dr. Kerekes, have you anything to say about 
the committee’s finding that there is an increased flow of foreign 
capital of an anonymous source coming in, and then if you could, 
make a transition from that to the subject of today’s hearing as out- 
lined by Senator Hruska as to the possibility of money being taken 
out of the country by anonymous devices? 

Dr. Kerexes. Well, I just heard about the increase of the deposits. 
As a matter of fact, the large increasing deposits in recent months to 
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anonymous accounts, in other words, to accounts in the names of inter- 
mediaries, and that could mean many things. 

From the viewpoint, however, of my own study here, it could mean 
an increased amount of transfer of liquid resources in the United 
States and its allies to the ultimate beneficial ownership and control 
of forces that are unknown to us and, therefore, could be subversive 
forces. 

Senator Hruska. At this point in the record it might be well to sa 
that Mr. Fred Scribner, Assistant Secretary of the Treasury, pti 
mated that these deposits, in cash alone, in currency alone to these 
numbered anonymous accounts approximate $500,000 a week and have 
done so for the last 2 or 3 years, and it would be well to put that in 
the record at this point so we know what we are dealing with. 

Mr. Morris. Those are only the larger ones. 

Senator Hruska. Yes, those deposits approximating $25,000 and 
up, and those coming under the particular scrutiny of the Internal 
Revenue Service for their purposes. 

Dr. Kerexes. Of course, these devices could be used for various 
purposes. They could be used for frauds, for domestic fraud which 
may not involve subversion. They could be used for illegitimate 
commercial financial purposes. We have no way of telling. The 
accent should be on the fact, I think, that they could be used for 
purposes that are inimical to the country. 

Just as the study of which you asked me before, Senator, pointed 
out that there was no telling how much of a given group of assets in 
the United States were held for individuals or institutions or nationals 
of countries with which the United States at that time was at war. 

Today we cannot say about these sums and about these transactions 
what percentage of them and which of them is being used for the 
ultimate benefit of a country or an institution which harbors hostile 
intention toward the United States or to its allies. 

Now, from their viewpoint we also should look at the outflow of 
funds as well as the inflow of funds. The state of the Claudius-in- 
spired Soviet economic machine does call for the exploitation of west- 
ern and free economies in favor of the Soviet economy and for Soviet 
purposes. The purposes are not fully confined to just being strategic 
materials, although it may be an important part of the Soviet’s eco- 
nomic aims in the free world. 

But the scheme could also bring about a transfer of resources from 
the free world to the Soviet world. 

Now, just to use a very crude and extreme example, for instance, 
money collected from members of the Communist Party, Communist 
Party dues, could be deposited in cash into such an anonymous account 
and ultimately reach the Soviet Union. I am not at all implying that 
this is the case, but I am pointing out that this could be the case. 

Senator Hruska. Well, the committee is interested in that certainly 
as a potential; if that does exist, we would like to know. 

Dr. Kerexes. That is right. The potential of these intermediaries 
is enormous, and almost any kind of economic action could be taken 
or can be taken in a free economy through financial intermediaries 
with the intent of injuring the free economy and undermining its 
foundations. 


Mr. Morris. I have no more questions, Senator, of this witness. 
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Senator Hruska. Now, Mr, Witness, what about activity in the 
purchase of stock, for example, or equities in American pl: nts or in 
American economy generally by foreign funds? Can you go into that 
subject a little bit # 

Dr. Kerekes. Well, I think we ought to start on that again from 
the Nazi activities because that is the starting point probably of our 
present inquiries. That is the development of modern sophisticated 
economic and financial warfare. 

We knew that the Nazis did that. They bought American stocks 
here. They bought into companies through Switzerland, when they 
wanted to control those companies or influence the policy of those com- 
panies, getting hold of some information, particularly in the chemical 
field and optical field. The Nazis having done that, we should not 
doubt that the Russians can do it, too. 

As a matter of fact, we know the Russians can do it, too. Now 
comes the question as to what extent they are doing it. It is almost 
impossible to say except we ought to t: ake a look at the amount of 
securities of each of our large corporations which is held in the name 
of undisclosed foreign beneficiaries. There is a ve ry great danger, in 
my opinion, with the medium-sized corporation. I would not be too 
much perturbed about somebody abroad holding American Telephone 
& Telegraph because it would be almost impossible to get enough stock 
together abroad to have a management influence on American Tele- 
phone & Telegraph for subversive purposes. 

Also, the personalities of the directors in these companies could be 
a guaranty against any such influence exerting itself. 

But I think there is a very great danger in regard to the medium- 
sized companies. 

Senator Hruska. Aiany of which are engaged in very vital defense 
activity, aren’t they 

Dr. Kerekes. That is right. And in the suitable development of 
influences on American corporate life that they could hardly measure, 
and I am not talking about proxy fights at this time because the blare 
of publicity that attends a proxy fight, the pressure that is being put 
on by the people whose interests may be injured by the new party 
getting control, does, in my opinion, offer a certain amount of 
protection. ° 

But I am talking about a subtle buying of an influence in the 
medium-sized corporation, which incidentally doesn’t cost very much 
money either. It doesn’t cost as much money as getting hold of a 
many hundred million dollar corporation. There I see a very definite 
field of danger and I rather regret that plans that I have seen for 
amending our corporate procedures do not provide against this con- 
tingency. Most of the plans are made with a view of disclosure once 
a proxy fight is on; they do not call for disclosure before the fighting 
gets out into the open. 

Senator Hruska. Have you any specific examples that have come 
to your attention ¢ 

Dr. Kerexes. No, sir. 

Senator Hruska. You are now talking about the theory and the 
possibility and the potential ? 

Dr. Kerexes. That is right. That is right, sir; positively. 
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Senator Hruska. Well, that would seem to conclude the question- 
ing at this time, Mr. Kerekes. Thank you very much. 

We will very likely be calling on you at a later time for elaboration 
on some of the points you have discussed here this morning. 

Dr. Kerexes. Thank you. 

Senator Hruska. On behalf of the committee I want to thank you 
for making yourself available for this hearing. 

Mr. Morris. Thank you, Doctor. 

(Witness excused.) 

Mr. Rusuer. Mr. Gould, will you stand to be sworn, please? 

Senator Hruska. Do you solemnly swear that the testimony which 
you are about to give will be the truth, the whole truth, and nothing 
but the truth? 

Mr. Goutp. I do. 


TESTIMONY OF LESLIE GOULD 


Mr. RusHer. Give us your name and address, please. 

Mr. Goutp. Leslie Gould, of Journal-American, 220 South Street. 

Mr. Rusuer. What is your position with the Journal-American ? 

Mr. Goutp. I am financial editor. 

Mr. Rusuer. How long have you been that ? 

Mr. Goutp. Since 1930. 

Mr. Rusner. Since 1930 you have been financial editor of the Jour- 
nal-American. 

Mr. Gourp. Since 1930. 

Mr. Rusuer. You have, I believe, listened to the testimony of Dr. 
Kerekes this morning ¢ 

Mr. Goutp. Yes. 

Mr. Rusuer. You heard him mention, in passing, this problem of 
intermediaries in financial transactions and specifically the question 
of anonymous accounts and what can be done with them and the effect 
that this may have in the field of internal security. 

Have you yourself made any particular study of this question? 

Mr. Goutp. Well, we got into it chiefly on the proxy raids because 
the Swiss banks are used by that—they open up through the Swiss 
banks and through any of these anonymous accounts in the foreign 
field where there is secrecy, and Switzerland isn’t the only country 
that does that. It is possible for anybody to buy into American com- 
panies and to transfer funds here or in some way transfer funds from 
here to other places in the world. 

Mr. Rusuer. And you yourself have to some extent studied this 
field and have written about it, I believe, a good deal in recent 
months, haven’t you ? 

Mr. Goutp. Yes, sir. 

Mr. Rusner. We would like to ask you, Mr. Gould, just a little 
bit about the nature and the possibilities inherent in these foreign 
anonymous accounts, and I appreciate the first point you make, which 
I take it is that Switzerland is not the only country involved. Is that 
right ? 

Mr. Gout. That is right. 

Mr. Rusuer. Before we get into specific countries, will you tell us, 
please, what the general nature of one of these foreign anonymous 
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accounts is? In other words, how does it differ from or does it differ 
from an account in this country ? 

Mr. Gouin. Well, they have numbered accounts in this country, too, 
but the difference is that in American banks, if you want to find out 
who is the individual whom really that account represents, you can 
get it, or a court can get it or the Securities and Exchange Commission 
can do it. On a Swiss account that is not possible. And it is very 
simply done. 

Contact is made with the bank and with one individual, usually in 
the bank, and to him is disclosed the customer’s name and it may even 
be done through a second person. I mean, if I want to open one and 
I didn’t even want my name to be known to the vice president, I could 
in turn have an intermediary do it for me. 

Mr. Rusuer. And the vice president wouldn’t know—he would 
know only the agent. 

Mr. Goutp. That is right. And from there on your account is a 
numbered account. Deposits are credited to that number and with- 
drawals are made on it and investments and securities are handled 
through it. 

The normal way they do it—sometimes it is even done directly 
here. These funds are moved over here and it is carried in a bank 
here as a numbered account for the Union Bank of Switzerland, or 
whatever one it is. 

Mr. Rusuer. In other words, there would be an account in a New 
York bank or it might be for a numbered account in a Swiss bank, for 
example. 

Mr. Goutp. That is right. 

Mr. Rusuer. Now, do I understand—you say that we have num- 
bered accounts in this country. Are you referring there to banking 
accounts or brokerage accounts? 

Mr. Govutp. Both. The number of brokerage accounts where there 
isn’t—that is done because, maybe, they don’t want the clerk to 
know what some particular account is doing or some one individual 
is doing because they may pass that knowledge on to someone else. 
Mr. Rusuer. I see. And somebody’s prestige would perhaps inflate 
it? 

Mr. Gout. There isn’t so much of that going on as there used to 
be back in the twenties. 

Mr. Rusuer. The essential distinction is not the fact that a num- 
bered account is used in this country either for stockbroking or 
banking, but the fact that investigative power is so much less. Is that 
your point? 

Mr. Gouin. Well, anybody—I mean, the proper authority can find 
out who the account is for, and get behind the number in this country, 
but you cannot through a Swiss bank or any other country. 

Mr. Rusuer. That would apply to investigators for the SEC ? 

Mr. Goutp. Right. 

Mr. RusHer. Or Treasury or, for that matter, the Internal Security 
Subcommittee. 

Mr. Goutp. That is right. 

Mr. Rusuer. Now, you say we tend to talk in terms of Swiss ac- 
counts, but you said a moment ago, I think, that other foreign 
countries are involved as well. Can you tell us from your experience 
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and your study of the question, Mr. Gould, which particular countries 
in addition to Switzerland have banking practices which lend this 
cloak of anonymity which can be used with particular facility ? 

Mr. Govtp. Well, my understanding is that Austria is the latest 
one. It has become quite active. Lebanon is another place that is 
very active. Mexico to a limited degree. Tangiers was very active, 
not so much any more. Curacao, down in the West Indies, also is 
used. 'To some extent Monte Carlo, and to some extent Liechtenstein. 

Mr. Rusuer. Now, of course, any foreign country would be beyond 
the subpena power of our investigative agencies, not just the ones you 
mentioned ? 

Mr. Goutp. But in some countries, though, you can—I believe it is 
due possibly to treaty—it is possible to bring an action in those coun- 
tries and under their own laws get behind a numbered account or find 
out what your account was. I think you can do that in Canada. 
You can do it in England. But in Switzerland you cannot. 

Mr. Rusuer. Or in these other countries you mentioned. 

Mr. Govutp. That is right. 

Mr. Rusuer. So the virtue of these particular countries, or the vice, 
if you want to look at it that way, is that we don’t have the subpena 
power or any kind of treaty or other arrangement which may be used 
to get behind the operation of anonymous accounts. Is that correct? 

Mr. Goutp. That is correct. 

Mr. Rusner. Now, if that is the basic operating device, would you 
tell us, Mr. Gould, from your study of the question, some of the pos- 
sible detrimental results that can arise or that may develop as a result 
of this particular technique ? 

Mr. Gout: p. Before turning to that matter, I would like to elaborate 
slightly on the other thing. ‘On the transfer of money, in this country 
there is no restriction at all on the transfer of money out. 

Mr. Rusner. Out of the country. 

Mr. Gourp. Carry it out. That is right. And the normal pro- 
cedure on the Swiss accounts is to take it first to Canada or South 
America and then to London or Paris and then into Switzerland. 

Mr. Rusner. So it doesn’t move in every case directly from the 
United States ? 

Mr. Goutp. No, but it is still possible to do that because there is no 
reporting, and also it is possible to bring it in. There are a few coun- 
tries where you don’t have to disclose your currency. 

Mr. Rusuer. Do you want to go to my question about the detri- 
mental results or the possibility of detrimental results in these ac- 
counts? What kind of things can happen as a result of such accounts 
that the Internal Security Subcommittee might be interested in? 

Mr. Govutp. Well, it covers everything in subversive activities down 
to just a normal back-door business procedure. It is possible to ; 
anonymous control of an American company. It wouldn’t be, as t 
preceding witness said, too possible to get a large company, although 
we had kind of an experience like that in this Fairbanks, Morse thing, 
a $125 million company. But it can be more easily done ina company 
where not a great deal of stock is out or through a small company. If 
you infiltrate that and ret in, so many of them are subcontractors for 
large concerns and working in the research departments, you can get 
a line on what the big company is doing. 
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Mr. Rusuer. Now, then, that brings in, if I understand you, two 
separate areas of detrimental results. On the one hand you men- 
tioned control and you specified that probably would be hard to obtain 
in the case of large corporations but might easily be obtained in the 
case of medium-sized or small corporations. 

Let me ask you as a student of finance, is it true that small corpora- 
tions may sometimes have in themselves vital connection to defense 
industry which, in other words—that they might be a bottleneck for 
certain particular defense projects ? 

Mr. Goutp. Yes. 

Mr. Rusuer. So that acquiring control of even a very small com- 
pany, if it were the right small company, could be a serious detriment 
to our country ¢ 

Mr. Gou.p. Like in the first part of World War II, somebody for- 
got that they used valves on all the ships and they didn’t do anything 
about increasing the production of valves and they were held up. 

Mr. Rusuer. In a small case like that you could stop a pretty big 
ship from running. 

Senator Hruska. Mr. Gould, isn’t another potential danger this: 
It is not only the ownership or control of the smaller corporation but 
the actual participation on a management level. The placing into 
places of vital management of people who would be interested in pass- 
ing on, maybe in a subversive way, information ¢ 

Mr. Goutp. That is what I was meaning. 

Senator Hruska. Information gathered not only in the plant and 
corporation itself but even on these others you referred to. 

Mr. Goutp. The smaller companies in close contact with the bigger 
companies. If you could get somebody in a smaller company, you 
might be able through your own research, in tying into the big re- 
search, to know exactly what was going on and pass that information 
back. 

Mr. Rusuer. Hypothetically speaking, for example, if a small com- 
pany was doing research in a vital defense field, the very fact that 
it had scientists on its payroll who were working in that particular 
area—Los Alamos, Hanford, Savannah—might be in itself a source 
of very valuable information; might it not? 

Mr. Goutp. That is right. 

Mr. Rusuer. So there is another aspect. 

Now, let mc just get one thing clear in the record here. Such in- 
formation could be obtained, could it not, without actual control ever 
being acquired? In other words, a relatively small interest might 
give a person the right to inquire and to obtain information. 

Mr. Goup. That is right. They could come around and ask ques- 
tions as to what the company was doing. You wouldn’t have to have 
control. You wouldn’t have to be part of management. If you can 
show that you are a substantial stockholder, you could get a certain 
amount of information. 

Mr. Rusuer. Is it your experience that substantial stockholders 
manage, too, even though they might not be an official part of man- 
agement ? 

Mr. Goutp. They usually do. 

Mr. Rusuer. And directors, too, I take it. 

Mr. Goutp. That is right. 
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Mr. Rusuer. Mr. Gould, what other detrimental results might there 
be from operations in these foreign anonymous accounts, aside now 
from the question of control of a corporation and aside also from the 
question of information acquired through in interest in a corporation ¢ 

Mr. Goutp. Well, they are used to evade our laws and the rules and 
regulations of the various agencies and even of the stock exchange. 

Mr. Rusuer. Now, you mentioned the stock exchange. Would you 
tell us what other agencies’ and departments’ regulations or statutes 
that you know about might be violated in that way? I am not talk- 
ing about specific cases, but the possibilities. 

Mr. Govtp. The big one right now on the Swiss is the income tax. 

Mr. Rusuer. Evasion of income tax? 

Mr. Goutp. That has become very big. As a matter of fact, there 
is no accurate way of finding out how large it is, and you do it 
through a numbered account and have this double advantage. An 
American, trading through resources here, has got to hold a security 
6 months in order to come under the capital-gains provision. <A for- 
eigner or American, trading through a Swiss beak can take a turn 
within a week as long as he doesn’t make any report at all. 

Mr. Rusuer. Now, let me see if I understand that. Will you go 
through that with a little more detail ? 

Mr. Goutp. All right. If you are trading in this country in the 
market and you want to take advantage of the smaller capital-gains 
rate which is a maximum of 25 percent of your profit, you have to 
hold your security 6 months. If you sell it in less than that, your 
profit is subject to your normal sic gee pew gs tax. 

By going through a Swiss bank and not reporting any of the 
profits, you can take a short turn in the market, hold your securities 
only 2 days, if you want to, or a week. 

Mr. Rusuer. And not pay any tax? 

Mr. Gouin. And not pay any tax at all. 

Senator Hruska. How would that be achieved? 

Mr. Govuxp. You do it through a numbered account over there and 
give your order. Asa matter of fact, you would probably do it by 
giving it through your broker here. 

Senator Hruska. The ownership of the stock prior to sale. 

Mr. Goutp. Well, all that you do—somebody—it could be a lawyer 
or another nominee—would call up any: of the brokerage houses for 
account so and so, buy such and such a stock, and then sell it and it is 
credited in your name. Of course, it doesn’t appear because it goes 
back to the other side. But the security doesn’t go out of the country. 
It stays right here. 

Senator Hruska. What about the funds? 

Mr. Goutp. They eventually are transferred over there. But I think 
the balances here are very huge. Nobody knows for sure how much 
they are. 

Senator Hruska. Insofar as the individual who is the real beneficial 
owner in that transaction, in that instance, he must ultimately show 
an increase in his net, and wouldn’t the Internal Revenue Service get 
him on that net comparison ? 

Mr. Goutp. The only way they would get it, if they showed— 
gangsters and others may suddenly show a little more affluence than 
their reported income indicates. But there is no disclosure made if 
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you bring your money from the other side over here and put it in a 
safe- deposit box. There is nothing to prevent you from buying. 

Senator Hruska. Is there anything to prevent the Internal Revenue 
Service from asking him for the source of those funds? 

Mr. Goutp. If they have any suspicion that he hasthem. But there 
is no record of it being transferred to him. 

Senator Hruska. Ultimately there is, when he takes it out of the 
numbered account; isn’t there ? 


Mr. Goutp. That would be paid probably to a nominee. That 
wouldn’t go to his name. But even if it goes to his name, the Swiss 


bank wouldn’t disclose it. 

Senator Hruska. They can find out when he takes it to his own bank 
account. If he expands beyond what his normal rate of income would 
indicate, the Department might—— 

Mr. Morris. He would have to take it incash. If he took the profit 
from the stock transaction, he would have to put that into his own 
account. He would have to account for that. 

Mr. Goutp. Most of that money—actually what he has done just 
on the stock market thing, the evasion of American rules, it would 
be enough to cause the revenue department to notice his spending. 

Mr. Rusurr. At any rate, that is one thing he would have to be 
careful of ? 

Mr. Goutp. That is right. Well, you couldn’t very well bring it 
into the Chase National Bank and sudde nly make a deposit of 
$100,000. Then you might be open to some questioning. 

Mr. RusHer. You mentioned evasion of the capital-gains tax. I 
take it the ordinary personal income tax of various types might also 
be evaded. 

Mr. Goutp. Yes, sir. 

Mr. Rusner. What about inheritance taxes? 

Mr. Goutp. I don’t know. I think you would have difficulty on 
inheritance taxes. The estate has to be reported. That is one of the 

roblems they are having on the Rubenstein case. Part of it may be 
in Switzerland. They can’t find part of it. 

Mr. Rusuer. How about gift taxes? 

Mr. Goutp. Again you have to make a transfer there. 

Mr. Rusuer. Yes; but in 

Mr. Goutp. I could make a gift to you or anybody in a Swiss bank. 
It would never be noticed. 

Mr. Rusuer. And then turn the funds over to the account without 
any tax involved ¢ 

Mr. Goutp. Yes. On the stock market, the other thing you have 
got your big violation on, under Federal Reserve rules and also stock 
rules there is the 87 percent margin. The Swiss only require a 10 
or 15 percent margin. It is against the laws, against the rules of the 
stock exchange for any member firm or employee to arrange credit 
more favorable than that, but it is done right along. 

Mr. Rusuer. So that the— 

Mr. Goutp. By a second party. 

Mr. Rusner. You mentioned, in addition now to the Treasury De- 
partment tax laws, the stock exchange’ s own regulations, that there 
might be violations —— 

Mr. Goutp. Of the Federal Reserve. 

Mr. RusHer. Any other agencies that come to mind? 
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Mr. Goutp. The Securities and Exchange Commission. 

Mr. Rusuer. In what ways do you think its regulations could be 
evaded ? 

Mr. Goutp. Two main ones; three actually. One is in the failure to 
disclose true ownership in proxy raids. The other one is on trading 
by a corporation insider or a 10 percent stockholder. You can buy 
and sell over there without disclosing. 

The other one is selling through them what is known as unregistered 
stock. That is stock which, if sold in this country publicly, would 
have to be registered with the SEC and go through all that. And they 
can do it through the Swiss banks. 

Mr. Rusuer. Let me see if I understand that third illustration that 
you mentioned. 

Now, there is a regulation that stock issued in this country and sold 
here must be registered if—what, above a certain amount ? 

Mr. Goutp. Well, it is a little involved on that but in general any 
substantial issue of stocks or bonds has to be registered if made a 
public sale. The exception is, if you make it for what they call under 
an investment letter where you agree to hold it for—it is normally 
12 to 15 months—that stock does not have to be registered. 

In the case of Blenka Corp. here, they evaded it by taking stock 

which they issued for other companies and borrowing at the banks 
on it, and actually they were practically all for the purpose of resale. 

Mr. Rusuer. How would that be done, through a Swiss or other 
foreign anonymous account ? 

Mr. Goutp. You would transfer the security, a block of it, over to 
the Swiss bank and then they would dispose of it. 

Mr. Rusuer. Dispose of it back in the American market, you mean ? 

Mr. Gourp. Back in the American market or over in Europe or 
anywhere. They could do that. 

Mr. Rusner. But it wouldn’t be an evasion. 

Mr. Gov. It would be American securities. 

Mr. Rusuer. But it wouldn’t be an evasion of the regulations of 
SEC, would it, if the stock were disposed of and personally held in 
Europe? It would only be an evasion, as I understand it—correct 
me if I am wrong—if the stock were then sold back into the American 
market, the intent all along having been to move it abroad for the 
purpose of making an apparent compliance e with the regulation and 
then moving it back into the American market. Am I right ? ? 

Mr. Gourp. I think if it is sold over there to any degree it is in vio- 
lation of the law. 

Mr. Rusuer. We have a witness later who is highly competent to 
discuss this with us and we can perhaps get the information from him. 

Mr. Goutp. I wouldn’t want to swear. 

Senator Hruska. The Chair might observe at this point while we 
are making inquiry into these other areas, we are concerned pri- 
marily with our internal security. Insofar as the violation of any 
law is concerned, I suppose it threatens our internal security, but 
there are other committees of Congress which are more directly in- 
volved—as counsel know and the witness also knows—involved with 
and concerned with the problems like stock registration, for example, 
and banking and currency laws, and so on. 

However, the purpose of this inquiry is to cover the field rather 
superficially and then make proper reference to other committees. 
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Mr. Goutp. Through this secrecy of the Swiss banks it is possible, 

you see, for anyone to buy and sell American securities. It can be 

ehind the Iron Curtain or it can be the people de: ling in interna- 
tional dope and vice, which is big money. It is another way of legiti- 
matizing rackets money. It is also a means for the Communists to 
transfer funds from here into South America or wherever the “y want 
to do it. 

Mr. Rusuer. Actually you got into this last field, I think, Mr. 
Gould, as the third type of detrimental result that there might be 
from these foreign anonymous accounts, the first two being control 
and obtaining of information which have perhaps larger internal 
security aspects, the third being evasion of existing laws. 

Mr. Gout. Right. 

Mr. RusHer. Can you recommend—in closing—recommend or sug- 
gest any changes in or additions to the present laws that might pos- 
sibly be used or considered by Congress to cope with this situation 
or the possibilities of the situation / 

Mr. Goutp. Well, Senator Capehart, as you know, has that one 
proposal of his for full disclosure. That is, unless there is full dis- 
closure, there can be no voting of foreign-held stock. 

Mr. RusuHer. Full disclosure of the ownership ? 

Mr. Goutp. Of the beneficial owner. 

Senator Hruska. Do you 

Mr. Goutp. That would do quite a bit on it. 

Senator Hruska. What would it do by way of impairing the value 
and the mobility of stocks, the negotiability, and so on? 

Mr. Goutp. Well, as I w ould see it, a person can buy and sell as they 
want to but they cannot vote unless the true ownership were dis- 
closed. 

Senator Hrusxa. It would impair the value only to the extent that 
one who desires to participate in management would be deprived of 
it. If he were going into it truly as an investment picture, he would 
not be pr ejudiced. 

Mr. Goutp. He wouldn’t he hurt a bit. 

Mr. RusHer. It would then meet to some extent at least the prob- 
lem of control, as you mentioned, and might also have at least a 
prohibiting. effect in the field of obtaining information because they 
couldn’t obtain much information if they purchase just for investment. 
They would have to get into management or directorships before they 
could do much in that line. It ‘would not, I take it, particularls 
inhibit the possibility of law evasion in the fields you were talking 
about—taxes and things of that sort. 

Mr. Goutp. No. On the taxes they do have a system now as to 
dividends. Any dividend paid to a foreign holder in the case of coun- 
tries where we have a treaty, 15 percent is withheld. Where we don’t 
have a treaty, it is 30 percent. The same thing could be done on 
these, to meet the sans gains, it would seem to me, of w ithholding 
a certain percentage of the price received which could be refunded 
if, as, and when the person filed his proper income-tax return. 

‘Senator Hruska. Have you gone into the administrative difficulties 
of that type of proposition ? 

Mr. Gouxp. It shouldn’t be—I don’t think it would be much n more 
difficult than withholding on dividends. 
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Senator Hruska. It wouldn’t. 

Mr. Govutp. The other thing which I think the previous witness 
brought out—one of the great sources of Communist funds is their 
gold, and we have a $35-an- ounce buying price on it, and with that we 
establish a floor under the world gold market. If there were a free 
gold mi: ie here and there was not the Treasury buying of it and it 
was then sold as a commodity, the Russians would be restricted in 
their selling of gold because if they sold any great amount, they would 
drop the price down. 

Mr. Rusuer. I have no further questions, Senator. 

Senator Hruska. Judge Morris? 

Mr. Morris. No, Senator; I have no more questions. 

Senator Hruska. Very well, Mr. Gould. Thank you very much 
for your time and contribution. 

Mr. Morris. Mr. Gould came here at great personel inconvenience 
to himself because he has a big event planned later in the week. 

Senator Hruska. Next witness, please. 

Mr. Rusuer. Off the record. 

(Discussion off the record.) 

Senator Hruska. The Chair would like to announce that there will 
be read into the record at this point the testimony of Assistant Sec- 
retary of the Treasury, Fred C. Scribner, Jr. Mr. Rusher, will you 
proceed, or Judge Morris, will you proceed to read that testimony into 
the record. 

The testimony actually was given in person by Mr. Scribner in 
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room 313 of the Senate Office Building : at 10:30 a. m., on Saturday, 
June 8, 1957. We will proceed to the reading of the testimony by Mr. 
Rusher asking his own questions. Where the answers were given by 
Mr. Scribner, Mr. Morris will be Mr. Scribner by proxy, and the few 
questions I asked I will read into the record on my own. 

Mr. Morris. I might add, Senator, for the record, Mr. Scribner 
could not possibly be here this morning and that is why it has to be 
read this way. 

(The transcript referred to was read in full as follows, Senator 
Hruska and Mr. Rusher reading the portions attributed to themselves, 
respectively, and Mr. Morris reading the portion attributed to Mr. 
Scribner :) 


Mr. RusHeEr. Senator, this a regular hearing of the Internal Security Sub- 
committee, called to hear this witness with respect to the problems of law 
enforcement that may be raised by anonymous numbered banking accounts in 
Switzerland. 

Would you give us your name and position? 

Mr. Scrrpner. Fred C. Scribner, Jr., Assistant Secretary of the Treasury. 

Mr. Rusuer. Mr. Scribner, the Internal Security Subcommittee has been in- 
vestigating the question of whether the practice in various foreign countries, 
specifically Switzerland, of maintaining rigid anonymity of deposits in their 
banks presents any problems from the standpoint of the internal security of 
the United States. For example, in the field of law enforcement, generally. 

We are calling you today to advise us what you can about this subject, so far 
as it affects the Department of the Treasury. 

7 » * * * ~ a 


Now, with regard to my particular question, is it a fact that deposits are made 
in substantial sums in Swiss numbered accounts by people in the United States, 
through banks here? 

Mr. Scrrsener. Well, there is considerable trading back and forth between 
this country and Switzerland, as far as the banks are concerned, because of the 
strength of the Swiss banking laws, the stability of that country, and the sta- 
bility of its currency. 
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As a matter of fact, the United States and Switzerland are probably the two 
countries which people look to if they are concerned about the stability of their 
financial institutions in their own countries. 

There are deposits made in American banks to be credited to numbered ac- 
counts in Swiss banks. 

Mr. RusHeER. How are these deposits usually made? Would it be by a check 
or order here? 

Mr. Scrisner. Yes; the deposits would usually be made by checks or customary 
regular normal banking transactions. 

Mr. RusHer. Have there, however, been occasions in which large or fairly 
large deposits have been made in cash? 

Mr. Scrrpner. The only information that the Treasury Department gets along 
those lines are instances in which there have been substantial deposits made in 
currency in our banks, or in financial institutions, and that information comes 
to us, whether the deposits are made for individuals in this country, whether 
they are made for credit abroad. 

In other words, we are interested in any relatively large transaction involving 
currency. That is to alert our income-tax people to follow it through to find 
out whether it might lead us to some possible area of collecting taxes. We do 
receive some information indicating that there are cash deposits made to be 
credited to accounts in foreign countries. 

Mr. RusSHER. In recent years, have there been a number of such deposits in 
fairly large sums for cash directed to Swiss numbered accounts? 

Mr. Scripner. Well, as I say, the information which we get is only of sub- 
stantial amounts. In other words, we do not get full detail of all amounts de- 
posited—small amounts or amounts that would appear to have no real interest 
to the taxing authorities. 

The reports that we have had from various sources indicate that during the 
last couple of years, oh, in the vicinity of $500,000 a week is being deposited in 
American banks, in cash, to be credited to accounts in Swiss banks. 

Senator Hruska. Over how long a period has this volume run that way? 

Mr. Scrrpner. I would estimate, Senator—this is a rough estimate—during 
the last 2 years, 1955 and 1956. 

Senator Hruska. Was it a gradual growth in volume up to that point, or did 
it step up in a hurry? 

Mr. Scrisner. We have no information to lead us to think that something un- 
usual happened and it stepped up suddenly. There has been over the last few 
years quite a step-up in amounts credited to Swiss banks, not only in cash but 
in other media—checks, and so forth—representing an increase in the invest- 
ment interests in this country. 

Of course, the change in the value of the dollar has made some difference in it. 

Senator Hruska. Would you give us that amount again? 

Mr. Scrirspner. It has been in the vicinity—this is not too accurate a figure— 
but in the vicinity of $500,000 a week. 

Senator Hruska. Has any analysis been made of those deposits, with refer- 
ence to the portion which has been in currency and the portion in cash and 
checks? 

Mr. Scrrener. Yes, sir; the figures I gave you were deposits that were being 
made in cash. 

Senator Hruska. What about the identity of the depositors? Can that be 
established ? 

Mr. Scripner. We have, so far as I know, no general laws anywhere in this 
country requiring identification of depositors. You could, if you wished, go to 
a bank today and make a deposit for my account. As long as you gave the 
number of the account and my name, the bank would probably make no inquiry 
of you as to who you were or why you were making the deposit. 

The bank themselves, of course, can ask questions, if they elect so to do, but 
in most instances that is not true, and that would be so in most of these cases 
also. 

Senator Hruska. Do you see any necessity or desirability for any purpose of 
an act which would require the establishment of the identity of depositors to the 
credit of foreign accounts? 

Mr. Scrrpner. Senator, I understand your question to mean, to know who 
actually comes to the bank and puts the money into the account? 

Senator Hruska. That is right, inasmuch as we have certain tax laws, certain 
security we must protect, on the basis of policy. 

This committee is interested ultimately in any legislation that would be 
recommended by it to Congress. 
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I am asking whether you see any desirability or necessity for such a law. 

Mr. ScrRIBNER. No, sir. 

On the information that I have at the present time, I would not believe so, 
looking now to a law which would apply to every depositor in every bank. 

Senator Hruska. I didn’t have reference to all depositors to all accounts. I 
mean, depositors to foreign accounts where the moneys are deposited to the 
credit of an account maintained beyond the borders of America. 

Mr. Scrrsner. Well, sir, it, of course, would be helpful to us if we had that 
information. My own personal opinion is that it would be almost impossible 
legislation to draft, because undoubtedly it would lead to the use of straws, 
as are used so frequently now in real estate transactions, where there would 
be a full disclosure of the actual person who comes into the banks and makes a 
deposit, but then, it would be a question of following that person back to find 
whence he got the money, and further steps back of that. 

We have now no requirement that people leaving this country and taking cur- 
rency of this country with them must disclose the amount they take, nor are they 
prohibited from taking any amounts. So that legislation would lead you into 
many other fields. 

There is not, at the present time, anything to prevent people, for example, 
from going to Canada or going to Mexico with substantial amounts of currency 
and making deposits there, if they elected to do so. 

Mr. RusHer. Has any. investigation been made by the Department of the 
Treasury of the actual identity of some of these depositors? 

Mr. Scrrpner. The interest here is not on the part of the main Treasury, as 
such. 

It is an interest of the Internal Revenue Department in the sense that they are 
interested in any large deposits, regardless of who makes them, to see if they 
lead into any area of profits we haven’t tapped, or have not properly reported. 

Our people take some very real interest in it, and that applies to these deposits 
for these Swiss banks. 

Mr. Rusuer. Investigations have been made, then, by Internal Revenue as to 
the identity of depositors? 

Mr. Scrrpner. Yes. 

Mr. RusHer. What have they found in that respect? 

Mr. Scrrpner. All sorts of things, depending on the particular case. 

Mr. RusHER. Would it be correct to say that they have found a number of 
cases in which names and addresses have been fictitious? 

Mr. Scrrpner. There have been several cases where they have not been able 
to locate immediately persons bearing the names of those who made deposits. 

It would be fair to say that, perhaps, they have found in some instances that 
deposits are made under assumed names. 

Mr. Rusuer. That is to say, when the investigators of Internal Revenue go to 
find out who has been making large cash deposits to the credit of Swiss numbered 
accounts, they have found, at least in a number of cases, that they cannot find a 
person bearing the name of the depositor living at the address given when he 
made the deposit; is that correct? 

Mr. Scrrpner. There have been some instances in which our investigators re- 
ported that to be the fact; yes, sir. 

Mr. Rusuer. Has this pattern or situation been uniform over the years, or has 
the Internal Revenue noted an increase in this particular situation in recent 
years? 

Mr. Scripner. Well, I would be glad to ask the Revenue people to furnish a 
statement on that. I have no information on them which would indicate there 
has been any particular change in the last few years. I would be glad to ask 
them to provide me a statement which I will supply you for the record on that. 


Mr. Rusuer. May I interpolate at this point that Mr. Elting Ar- 
nold, Assistant General Counsel of the Treasury Department, gave me 
over the telephone this morning the following authorized statement 


which they had prepared in response to this promise. I quote the 
statement: 


There has been a definite increase in the last 2 or 3 years in the number of cases 
involving cash deposits to foreign accounts which have come to the attention of 
the Internal Revenue Service. It should, of course, be borne in mind that the 
Service is interested in substantial or unusual cases which may have some poten- 
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tial tax implication. Investigations are still continuing with respect to the cases 
involved. 


Senator Hruska. Resume reading the testimony. 


Senator Hruska. When we say “large amounts” in this connection, what are 
we dealing with? What kind of amounts go to make this approximate $500,000 
weekly in cash that are being deposited? Do you have any idea? 

Mr. Scrisner. I believe there would be amounts of $2,500 and above, with 
this addition; that there might be some amounts smaller than that but because 
of the nature of the deposits someone felt we might be interested in, and would 
tell us. There might be instances in which deposits larger than that, because 
of the nature of the people involved, notice wouldn’t be given to us. But in 
approximation, the figure I gave you would be in amounts of $2,500 or more. 

Senator Hruska. How high would they run; as high as $10,000” 

Mr. Scrispner. I could not say. I would be sure that some would run more 
than that. 

Senator Hruska. This figure of $500,000 weekly—is that a national total? 

Mr. Scrisner. Yes. 

And I want to stress again that this is only the amount which we believe is 
being deposited in the area in which we would be interested, of the larger amounts. 
That is a national total; yes, sir. 

Senator Hruska. You mean, the area of larger amounts—you don’t mean 
geographical area? 

Mr. Scrrsner. No, sir. 

Senator Hruska. Is there any indication of that amount with reference to 
geography? 

Mr. Scrrpner. The bulk of it would be in the New York banking area, because 
that is where so much of the banking is done in relation to foreign countries 

Senator Hruska. Have you any idea of the proportion? 

Mr. Scrisner. I would say that most of it would be in that area. 

Mr. RusuHer. Mr. Scribner, as distinguished from speculation, does the Treas- 
ury know the purpose of most of these deposits, and I refer specifically to the 
purpose of deposits in which the depositor has left a name or an address which 
you cannot locate or identify? Do you know why these deposits are being made? 

In other words I can imagine various possible reasons. I just wonder whether 
or not the Treasury Department has specific information. 

Mr. ScripNER. In these cases in which we have prepared tax cases, we would 
know. In most cases, it would be only speculation on our part. 

Mr. RusHer. It could be, in other words, a great many other things. It could 
have, or might not have at all, security applications? 

Mr. Scrrener. Yes. 

Mr. Rusuer. Is there any way you could suggest that this committee, which 
is charged with watching the administration of the internal security laws of 
the United States, could get more deeply and concretely into the question of 
why this money is going over there in these quantities with fictitious, or at least 
unidentifiable, names and addresses of depositors? 

Mr. Scrisner. Well, I would suggest to you that perhaps testimony from some- 
one who has a good deal of experience and has current knowledge of the inter- 
national banking situation could perhaps give you some general information. 
I am not qualified to do that. 

There have been suggestions made, for example, in the press and other places, 
that because of the great unrest in the Middle East at the present time, people 
with funds there are now doing their banking through Switzerland rather than, 
perhaps through some other sources, 

I believe that perhaps information could be given to you as to why Switzer- 
land is now being used for international banking purposes. 

Mr. RusHer. I can understand why somebody who had been doing his banking 
in the Middle East might now change and do it in Switzerland. But would it be 
customary or necessary, ordinarily, for a person who moved his account to 
Switzerland for that reason to deposit sums ranging from $2,500 to upward 
of $10,000 in cash in New York banks, with fictitious mames and addresses, to 
credit of such accounts? In other words, would that particular Middle Eastern 
situation tend to explain the particular phenomenon you have described? 

Mr. Scrisner. It certainly would be one explanation if the facts bore out, 
because many of those countries do have currency and money controls that apply 
to the citizens of their countries, which would require these people to disclose 
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information to their own countries. They would be, perhaps, desirous of not 
aoing so. 

Mr. Rusuer. In other words, this would be a means whereby nationals of 
such countries might evade their own financial or tax regulations and laws; is 
that correct? 

Mr. Scrisner. It could be used for that purpose, yes. 

Mr. Rusuer. I think, Senator, we should, however, have in the 
final record of the committee the full transcript of Mr. Scribner’s 
testimony, if that is your wish. 

Senator Hruska. Yes, It will be incorporated into the record and 
accepted. 

(The document referred to appears in full at p. 4245 following Mr. 
Frumberg’s testimony. ) 

Mr. Rusuer. Mr. Meeker? 

Mr. Merxer. Mr. Chairman, I have already been sworn. 


TESTIMONY OF THOMAS G. MEEKER 


Mr. Morris. Will you give your name and address to the stenotype 
reporter ¢ 

Mr. Merxer. My name is Thomas G. Meeker. I reside in Alexan- 
dria, Va., at 1638 Mount Eagle Place. I am General Counsel of the 
Securities and Exe hange Commission. 

Mr. Morris. Now, Senator Hruska, this witness has appeared this 
morning on very short notice. One of the reasons for calling this wit- 
ness was an address made by Andrew Downey Orrick, who was the 
acting chairman of the Securities and E xchange Commission, on 
June 7 7, 1957. 

On that date, June 7, 1957, he delivered an address at Hot Springs, 
Va., and he made some statements in there that are very appropriate 
to this particular hearing, Senator. I would like to read a paragraph 
from that address. 

This, Senator, is a paragraph from the address of Andrew Downey 
Orrick, Acting Chairman, Secur ities and Exchange Commission. He 
was acting chairman at that time; is that right? 

Mr. MEEKER. May I correct that? Commissioner Orrick went out 
of office on statute June 5. He was renominated by the President but 
as yet his nomination, although he has had his hearing, has not been 
confirmed. So actually he was scheduled to address it as acting 
chairman but by operation of statute he was out of a job on that day. 

Mr. Morris. The paragraph, Senator, of interest to this subeommit- 
tee today reads: 

A third practice that is employed to avoid disclosure requirements involves the 
use of foreign financial institutions. There have been cases where controlling 
persons or an issuer have transferred large blocks of its securities through for- 
eign banks and trusts to boilerroom brokers and dealers for resale to the public. 
The anonymous numbered accounts of these institutions shield the identities 
of the controlling persons and make it difficult for the Commission to detect 
those responsible for violations of the registration and antifraud provisions of 
the security laws. 

Now, are you acquainted with that statement and the situation 
behind that statement ? 


2 Mr. Orrick’s reappointment as a member of SEC was confirmed June 12, 1957. 
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Mr. Meeker. I read it. I didn’t get all my work done, I guess, and 
hadn’t read the ee r’s speech until this morning, or at 
least that portion of it. I am familiar with the problem the Commis 
sioner referred to. I believe it is the same problem that Mr. Gould 
suggested as No. 3 in his testimony this morning. It is the same type 
of problem that former Chairman Armstrong discussed before this 
committee in our earlier appearances in Washington. 

I am not, as a matter of my official responsibilities, familiar with 
these problems until they get into the area of court litigation or into 
possible reference to the Department of Justice for criminal prosecu 
tion. I, however, would think that it would be entirely appropr iate 
and I know the Commission would want me to make this ofier—if I 
were to offer to prepare a memorandum utilizing my colleagues’ 
knowledge which I don’t have and submit for the record a memoran- 
dum citing typical cases which I am sure Commissioner Orrick had in 
mind when he made that statement in his address. 

There is no question but that that has been a problem, that trans- 
actions beyond the borders, beyond the actual jurisdiction of our 
Commission, have caused us great difficulty, and we have some infor- 
mation which would indicate that it is resulting in efforts to evade 
the registration requirements of the Securities Act. 

I would like very much, then, Senator, to offer to provide such a 
memorandum at the earliest possible time for inclusion in the record 
if the committee so desires. 

(Mr. Meeker’s memorandum, later received, will be found at the 
conclusion of his testimony, together with certain illustrative 
attachments. ) 

Senator Hruska. That would be ei but could you sketch for us 
briefly the typical highlights of a situation of that kind and the 
fashion in which it works? 

Mr. Merxer. Well, the general outline of it, to the best of my 
knowledge—and I am not intimately acquainted with it—I want to 
make it perfectly clear to the committee, because the investigative 
work is done by another arm of the Commission, and it is only “when 
we get into actual court litigation in one of these situations that I am 
personally involved. 

But what I have in mind is this, that a person does transfer securi- 
ties or at least beneficial ownership of securities to a foreign source 
and that source immediately turns around and arranges for distribu- 
tion of those securities here in the United States without registration. 

Senator Hruska. Now, is the issuance in that situation—is the issu- 
ance by the issuing corporation to this foreign source subject to the 
Securities and E xchange Commission or any other jurisdiction ? 

Mr. Meexer. Well, as to any other jurisdiction, I will make no 
observation. As far as our Commission is concerned, I would say 
to you that the statute does not give us any jurisdiction over sale of 
securities abroad. 

Senator Hruska. And does not require registration thereof. 

Mr. Meeker. Not to the best of my knowledge. 

Senator Hruska. However, if the transaction occurs here in New 
York, for example 

Mr. Meexer. That is a different story. Where there is a public 
offering of securities for sale to the public through the media of 
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interstate commerce, then the registration requirements of the Securi- 
ties Act come into play. 

Senator Hruska. The chairman doesn’t have in mind a public sale. 
I have in mind a sale by an issuing corporation to a representative of 
a foreign intermediary, the actual physical transfer, however, occur- 
ring here within this city. 

Mr. Meeker. That type of sale might very well come within the 
private offering exemption under the Securities Act. In other words, 
there are certain exemptions, some of which Mr. Gould referred to, 
under the Securities Act. 

Senator Hruska. One of them was the letter declaring intent to 
hold for 12 to 15 months for investment purposes / 

Mr. Mrerxer. Yes. That is a rule of thumb which has been used. 
The exemption is what has been known as a private offering exemption 
where there is not a public offering of securities. Our jurisdiction, 
as far as the registration requirements are concerned, relates to a sale 
to the public through media of the mails or interstate commerce. 

Now, I haven’t given any thought to any possible technical juris- 
dictional handle-hold that we might have in a situation that the 
Senator refers to. I will be glad to give some thought to that. 

My off-the-cuff reaction here is that we would not have any juris- 
diction unless through the antifraud provisions which apply across the 
board; unless there were some evidence that there was fraud involved 
in that individual transaction to an intermediary here in the United 
States, but under those circumstances we would investigate and if we 
found fraud, we could prosecute for fraud under the Securities Act. 

Senator Hruska. You have doubt that the registration provisions 
now in the present law would apply to that type of situation. Do you 
have any doubt in your mind as to the capability of legislation that 
could be directed to that point? Could legislation be applied to that 
point ? 

Mr. Merxer. Well, that would be a constitutional question, it would 
seem to me. The source of our authority is in the commerce clause 
and the mail power. I think that would be the principal difficulty 
that you might face in drafting or considering the drafting of such 
legislation as the Senator has suggested. 

Senator Hruska. Of course, embraced in that might be the possi- 
bility of covering a situation where, although ostensibly a private 
offering, it would ripen in due time into a public offering by later re- 
entry into the country. 

Mr. Merxer. The Senator has put his finger on the problem. That 
is the problem, where a person attempts to use this intermediary trans- 
action with the basic purpose of effecting a distribution of securities 
ultimately to the public in the United States in evasion of the regis- 
tration requirements. And that is the very type of case which Com- 
missioner Orrick is referring to in his speech, and that is the very type 
of thing that we are trying to get at right now in some cases that we 
have pending before us. 

Senator Hruska. To show fraud? 

Mr. Meexer. To show fraud and also to show violation of section 5. 
I might also point out that, of course, in addition to the statutory 
powers that we have and the criminal provisions of the Securities 
Act and the Securities Exchange Act of 1934, there is a general con- 
spiracy statute. In a number of situations which we develop and ulti- 
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mately refer to the Department of Justice, we recommend not only 
accounts under one of our statutes but also in many instances these 
things are part and parcel of a conspiracy to defr: aud, and that is very 
much a violation of the law as is a pure violation of one of the sections 
of the statute. 

Senator Hruska. A statutory provision that reappearance of these 
securities from abroad within a given time might be helpful, might it 
not, from the standpoint of prosecution and establishing a criminal 
case ? 

Mr. Meexer. I would like to think that over, Senator. I would 
like to give a little thought to that. I appreciate the Senator’s sug 
gestion and I can see the possibilities of it, but I would like to give 
that some thought and, as you know, I am just an enip loyee of the 
Commission and I gon’t want the Commission to think that its Gen 
eral Counsel is off giving opinions without at least giving them an 
opportunity to see whether they think they are right. 

Senator Hruska. It is not our purpose here, as you know 

Mr. Merxer. I understand. 

Senator Hruska. To get you into policy considerations or state- 
ments at all. We simply want some information which bears cn this 
general inquiry we are making. Again, I want to say that this field 
does not belong primarily with us. 

That would ‘be Banking and Currency or perhaps other committees 
or other agencies of the Government. It is only to fill in the picture 
that we ask of you these questions which have bee n asked. 

Mr. Mrexer. May I say for the record that Commissioner Patter 
son, who is the senior Commissioner, bec “ause of the quorum problem 
of the Commission, regrets he couldn't be here tod ay. What with 
only ¢ Commissioners sitting at the moment and with the high veloc- 
ity in ‘the capital markets we are presently experiencing, it was neces- 
sary for the 3 Commissioners to remain in Washington, but he asked 
me to tell you that we are very glad at all times to cooperate with you 
and your committee. 

Senator Hruska. You have always shown that cooperation individ- 
ually and the Commission has, too. We appreciate the difficulty you 
are working under and we are glad you were able to come. 

Mr. Rusher ? 

Mr. Rusuer. When Chairman Armstrong appeared before the 
Commission and you and other members of the staff were with him, I 
believe you told ‘him that negotiations were presently underway in 
diplomatic quarters between the United States and Switzerland on 
the subject of, at least so far as Switzerland was concerned, permit- 
ting a little bit more disclosure in what goes on in these anonymous 
accounts, 

There has subsequently developed some confusion as to just how 
much diplomatic negotiating is going on. I am of the opinion that 
someone in the State Department wasn’t aware of so much negotia- 
tion. I wonder if you could clarify specifically—— 

Mr. Meexer. You will recall my statement was filed without testi- 
mony and made a part of the record, and I don’t have it before me, 
and I can’t say whether I used the word “negotiations” or “discus- 
sions.” If I used the word “negotiations,” I promptly withdraw it 
and substitute “discussions,” because, unfortunately, or fortunately— 
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the word “negotiations” has a different meaning in the State Depart- 
ment and people in that area of activity, of which I know nothing— 
normal lay folks not doing diplomatic work don’t understand. 

What I mean to say is “diseussions”—when I say “discussions,” I 
mean naturally when we have a statute to administer, we are going 
to go to all efforts to get the information that we need in order to 
determine whether there is a violation of law, and the way we go 
about it is through the State Department making formal inquiries 
to the Swiss Government and we have had some discussion at a Very 
minor level in an effort to see each other’s problems and in an effort 
to see if we can’t get, through the cooperation of the Swiss Govern- 
ment, voluntary disclosure of the information which is needed in the 
public interest for enforcement of the statutes which we administer. 

Mr. Rusuer. Now, then, with due regard to the words of art of the 
gentlemen at the State Department, it would be correct to say that 
there has been no diplomatic representation made by the Government 
of the United States to the Government of Switzerland that this was 

sausing law-enforcement difficulties? It is simply discussions at a 
minor level, you say, or a lower level? 

Mr. Mrexer. Well, I think I will be happy to remain General 
Counsel of the Commission and leave the department of diplomacy to 
the State Department, and I would prefer to allow them to answer 
that question. 

Mr. Rusuer. All right, sir. I have no further questions of this 
witness. 

Senator Hruska. Judge Morris? 

Mr. Morris. No, nothing further. 

Senator Hruska. Thank you, Mr. Meeker. 

(Witness excused.) 


MEMORANDUM TO THE INTERNAL SECURITY SUBCOMMITTEE OF THE GOMMIITEE ON 
THE JUDICIARY OF THE UNITED STATES SENATE GIVING TYPICAL EXAMPLES OF THE 
Use or Foreren INSTITUTIONS To EvADE THE REGISTRATION AND ANTIFRAUD 
PROVISIONS OF THE SECURITIES LAWS 


This memorandum is submitted in response to the request of this subcommittee 
for some typical examples of situations where foreign financial institutions 
have been used in an effort to evade the requirements of the Securities Act. 
The testimony given by Irwin R. Frumberg, Esq., at the hearing of this sub- 
committee on June 11, 1957, concerning the sale of stock in Basic Atomies, Inc., 
through a Liechtenstein trust at page 5669, et seq. of the transcript is a typical 
example of an attempt to obtain a “colorable” private offering exemption by the 
use of foreign institutions. 

Another typical example was the Great Sweet Grass & Kroy Oils, Ltd., case 
in which Liechtenstein trusts also were used to distribute over a quarter of a 
million shares of stock through “boiler rooms” in the over-the-counter market. 
Part of the proceeds from these sales also were used by the trust to purchase 
shares on the American Stock Exchange in an effort to prevent a decline in the 
price of these securities. A copy of the Commission’s release in this matter 
is attached (Securities Exchange Act Release No. 5483, April 8, 1957). 

In another case, Camoose Mines, Ltd., a Canadian brokerage account was used 
in an effort to conceal the identity of persons who were responsible for the sale 
of some 800,000 shares of Camoose Mines to American investors. The Canadian 
broker declined to reveal the identity of its principals because of the local Busi- 
ness Records Protection Act. The Commission, however, through other investi- 
gative channels was able to obtain the required information and an injunction was 
issued against the corporation and some of its controlling stockholders. A copy of 
the Commission’s litigation releases in this case are attached (Nos. 968, 971, 
April 9, 1956, April 17, 1956, respectively). 
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Similar techniques have been used in other cases investigated by the Com- 
mission in apparent efforts to conceal the identity of the principals and the true 
nature of the transactions involved. The use of these so-called foreign devices 
does not create exemptions from the registration provisions of the Securities Act. 
However, they do create substantial investigatory problems due to the difficulty 
of eliciting information from these foreign sources, particularly where local 
statutes provide a cloak of secrecy over the operations of the financial institu- 
tions involved. 

MEEKER ATTACHMENT NO. 1 


(Securities Exchange Act Release No. 5483) 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D. C. 

April 8, 1957 


In the Matter of Great Sweet Grass Oils, Ltd., Conceurse Building, 100 Ade- 
laide Street West, Toronto, Ontario, Canada (File No. 1-3827) and Kroy Oils 
Ltd,, Room 10, 328a, Sth Avenue West, Calgary, Alberta, Canada (File No. 
1-3679) 

(Securities Exchange Act of 1934 (section 19 (a) (2)) 


FINDINGS AND OPINION OF THE COMMISSION 
REGISTRATION OF SECURITIES ON NATIONAL SECURITIES EXCHANGE 


Grounds for withdrawal of registration 


False and misleading reports——Where corporations whose securities are reg- 
istered on national securities exchange filed reports with Commission pursuant 
to section 13 of Securities Exchange Act of 1934 which were false and mislead- 
ing in among other things, claiming exemption from registration requirements 
of Securities Act of 1933 for such securities, and overstating oil and gas re- 
serves in their properties and the value of such properties, held under all 
the circumstances the protection of investors requires that registration of such 
securities on the exchange be withdrawn. 

Claim to exemption from registration of securities under ‘no sale” rule 

Where exemption from registration requirements of Securities Act of 1933 
was claimed pursuant to so-called “no sale” rule (rule 183) under that act for 
securities of companies exchange for oil and gas properties of other companies, 
which exchanges were part of a scheme to distribute such securities without 
registration, held, “no sale” rule not applicable to such exchanges. 

Appearances : 

George A. Blackstone, Irving Schiller, Ward L. Mauck, and William Haley, 
for the Division of Corporation Finance of the Commission. 

Arthur D’! Condon, Raymond C. Cushwa and Arthur J. Cerra, of Davies, 
Richberg, Tydings & Landa; and William D. Dickie, of Sandford & Dickie, for 
Great Sweet Grass Oils, Ltd., and Kroy Oils, Ltd. 

’aul Halprin, for Cornelis deVroedt. 

John J. O’Keefe and H. D. Mencher, for M. J. Shuck Co. 

Stanley Goldman, for G. F. Rothschild & Co., Inc., and Isidore J. Aberlin. 

Plisworth C. Alvord and Earl R. Price, of Alvord & Alvord, for Charles M. 
Berman. 

Arthur M. Sonnerfield, for Murray Zwang. 

John W. Rutenberg, for duVal’s Consensus, Inc. 

Edwin Tobolowsky, for Harold Hoffman and Theodore J. Smith. 

Hugh P. Mullen, for Malcolm L. Saunders. 

These are consolidated proceedings under section 19 (a) (2) of the Securities 
Exchange Act of 1934 (exchange Act) to determine whether it is necessary or 
appropriate for the protection of investors to suspend for a period not exceeding 
12 months, or to withdraw, the registration of the capital stock of Great Sweet 
Grass Oils, Ltd., (Sweet Grass) and of Kroy Oils Ltd. (Kroy) on the Ameri- 
can Stock Exchange (exchange) for failure to comply with section 13 of the 
Exchange Act primarily in that reports filed with us pursuant to that section 
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contained false and misleading statements.* The statements in issue concern 
claims to an exemption from registration under the Securities Act of 1933 
(Securities Act) of a total of 4,250,000 shares of the two companies, and esti- 
mates of the amount and value of oil and gas reserves. 

After appropriate notice, extensive hearings were held before a hearing 
examiner, during the course of which the parties waived a recommended de- 
cision by the hearing examiner and respondents consented that the Division of 
Corporation Finance assist in the preparation of our decision. Proposed find- 
ings and briefs were waived, and we heard oral argument, at which respondents 
submitted a memorandum brief in support of a suggested form of order. There- 
after, each respondent filed a supplemental brief and we heard additional oral 
argument. On the basis of our review of the record we make the following 
findings. 

The respondents 


Sweet Grass, which was incorporated under the laws of the Province of On- 
tario, Dominion of Canada, registered its capital stock, $1 par value, with the 
exchange in November 1954, and the stock was admitted to trading on the 
exchange in January 1955. 

Kroy, a corporation organized under the laws of the Province of Alberta, 
Dominion of Canada, registered its common stock, no par value, with the ex- 
change in June 1952, and the stock was admitted to trading on the exchange in 
August 1952. In September 1952, Kroy registered its common stock, par value 
20 cents, in lieu of the previously registered stock, which registration became 
effective in October 1952. 

The evidence shows that Sweet Grass controlled Kroy through interlocking 
directors and a management contract, and that Samuel Ciglen, a director and 
later president of Sweet Grass, and general counsel of the two companies, con- 
trolled both companies. Morris Black, who worked closely with Ciglen in the 
transactions hereinafter discussed, was treasurer of Sweet Grass, and Jack A. 
Gilbert, an associate in Ciglen’s law firm, was a director of Sweet Grass and 
Kroy. Ciglen, Black, and Gilbert resigned their positions in October 1956, 
shortly after the Sweet Grass proceeding was instituted.’ 


Stock distributions without registration 


The orders instituting these proceedings allege that false and misleading 
statements were made in Sweet Grass’ current reports for August and Decem- 
ber 1955 and in its annual report for 1955, and amendments thereto, and in 
Kroy’s current report for May 1956, concerning the issuance and sale of stock 
to ostensibly independent corporations in exchange for oil and gas properties, 
the proposed public distribution of such stock in the United States, and a claimed 
exemption of such stock from the registration requirements of the Securities Act. 
It is further alleged that Sweet Grass’ reports contained false and misleading 
statements concerning a distribution of its stock in this country through a 
Canadian underwriter without registration. 

The evidence shows that the exchanges of stock for properties were part of an 
overall scheme engineered by Ciglen to effect the illegal distribution of such 
stock in this country without registration. Such exchanges involved the 
ostensible issuance of 1,750,000 shares of Sweet Grass stock to Depositors Mutual 


1See. 19 (a) (2) of the Exchange Act provides in pertinent part: 

‘‘The Commission is authorized, if in its opinion such action is necessary or appropriate 
for the protection of investors— 

(2) After appropriate notice and opportunity for hearing, by order * * * to suspend 
for a period not exceeding 12 months, or to withdraw, the registration of a security (on 
i national securities exchange) if the Commission finds that the issuer of such security 
has failed to comply with any provision of this title or the rules and regulations there- 
under.” 

See. 13 of the Exchange Act requires issuers of securities registered on a national 
securities exchange to file current and annual reports with the exchange and the Commis- 
sion. The requirement that reports be filed necessarily embodies the requirement that 
such reports be true and correct. Cf. Lowell Niebuhr & Co., Inc., 18 SEC 471, 475 (1945). 

We suspended trading in the stocks of Sweet Grass and Kroy on the exchange during 
these proceedings by a series of orders entered pursuant to sec. 19 (a) (4) of the Exchange 
Act, which provides in pertinent part: 

“The Commission is authorized, if in its opinion such action is necessary or appropriate 
for the protection of investors— 

“(4) And if in its opinion the public interest so requires, summarily to suspend trading 
in any registered security on any national securities exchange for a period not exceeding 
10 days * * *,” 

2Ciglen, Black, and Gilbert did not appear to testify at the hearings, although subpenas 
were sent to them in Canada by registered mail. 
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Oil Development Co. (Depositors), 500,000 shares of such stock to Pitt Petro- 
leums, Ltd. (Pitt), and 1,500,000 shares of Kroy stock to Coronet Development 
Corp. (Coronet). 

1. Stock distributions through Depositors, Pitt, and Coronet—Robert M. 
Jordan, who with other persons owned certain oil and gas properties, agreed 
with Ciglen in November 1955 to sell such properties to Sweet Grass for $2 
million. Sweet Grass did not have the cash to pay this price and Ciglen himself 
proceeded to raise the necessary cash to pay Jordan the agreed-upon sum. Pur- 
suant to Ciglen’s instructions, Jordan transferred the properties to Depositors, 
a dormant corporation, and caused Depositors to issue 1,750,000 shares of its 
stock in the names of about 30 nominees of Jordan who paid nothing for such 
shares.® 

Thereupon Depositors transferred the properties to Sweet Grass which di- 
rected the issuance of 1,750,000 shares of its stock to Depositors. However, these 
shares in fact never reached Depositors or its dummy stockholders. In lieu of 
the $2 million agreed-upon price, Jordan accepted $1,930,000 from Ciglen and 
60,000 shares of Sweet Grass stock. Ciglen spread the balance of 1,690,000 
shares among 33 residents of Canada (hereinafter referred to as “subunder- 
writers”). Practically all such shares were thereafter distributed to the Ameri- 
can public by three broker-dealer firms in New York City. 

Arrangements for these sales were made by one Charles Berman who claimed 
Jordan advised him of the Depositors deal and showed him the list of the sub- 
underwriters. Berman obtained verbal indications that at least 500,000 shares 
were available for sale. Berman thereupon entered into an arrangement with 
George F. Rothschild & Co., Inc. (Rothschild), a New York securities firm, 
whereby Berman would furnish Sweet Grass stock for over-the-counter sale and 
receive as “finder” 75 percent of the profits from such sales and in addition would 
receive a weekly salary of $500.* 

An intensive sales campaign was then commenced by Berman and Rothschild. 
Lists of possible purchasers residing throughout the United States were bought 
from persons specializing in compiling such lists. Flamboyant sales literature, 
which republished information on oil and gas reserves contained in Sweet Grass’ 
filings with the exchange and this Commission discussed later in this opinion, 
was prepared and mailed, and telephone calls were made to thousands of 
potential buyers. As the sales campaign progressed Rothschild enlarged its 
facilities and personnel, which had consisted of a 3-room office and 1 or 2 sales- 
men, by adding 12 rooms, 30 salesmen, 15 clerks, and 50 telephones. The monthly 
telephone bill averaged $40,000 and postage expense ran around $800 a week. 

The other subunderwriters with whom Ciglen had placed Sweet Grass shares 
communicated with Berman to arrange for the sale of their shares and there- 
after sent Rothschild letters (referred to herein as “vendor letters’) offering 
to sell their shares over the counter through Rothschild for a 15 percent com- 
mission. Because Rothschild had received more shares to sell than it could 
handle, Berman funnelled some of the business to another broker-dealer, Cor- 
nelis deVroedt, Inc. (deVroedt), on the understanding that for each share sold 
Berman would receive a “finder’s fee” of 3 cents a share, and deVroedt would 
receive a commission of 14 percent. DeVroedt’s sales were made by use of the 
same techniques employed by Rothschild. 

In addition, another broker-dealer, Murray Securities Corp. (Murray), re- 
ceived 2 vendor letters offering to sell 200,000 shares of Sweet Grass stock. 
Berman was paid a finder’s fee for these shares. 

The vendor letters to the 3 brokerage houses were identical in form and 
language, and 5 of them were written on the same typewriter. Each stated 
that the proceeds should be remitted to the subunderwriter. Four of the checks 
drawn by Rothschild and deVroedt to the subunderwriters remitting proceeds 
of sales totaling $282,876 were endorsed over to the Ciglen law firm trust account. 

The New York agent for one of the subunderwriters, a Liechtenstein trust 
with a block of 300,000 shares to sell, received delivery of such shares from 
Torny Financial Corp. (Torny), a Toronto underwriting house controlled by 
Ciglen and Black. In addition, this agent directed that payment for a block 
of 100,000 shares of another subunderwriter totaling $483,841 be deposited 
in an American bank account of the Liechtenstein trust. From 


this deposit 





8 These nominees signed promissory notes for the depositors’ stock, but Jordan indemni- 
fied them against liability on the notes, which together with the 
cancelled. 


4 Berman’s salary was later raised to $1,000. 
93215—57—pt. 67 


stock were later 
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the sum of $337,980 was paid to a New York brokerage house for a series of 
purchases of Sweet Grass shares on the exchange for Torny’s account, for which 
Black had placed the orders. The effect of Torney’s purchases on the exchange 
at the time that Ciglen, Black, and their associates were engaged in an over- 
the-counter distribution was to maintain or raise the price on the exchange 
und facilitate the over-the-counter distribution at such price. 

During the period from February to May 1956, Rothschild, deVroedt, and 
Murray sold a total of 1,569,160 shares of Sweet Grass, all of which came 
directly or indirectly from the 1,690,000 shares taken down by Ciglen in the 
Depositors transaction. These shares were sold at prices concentrated in the 
upper range of $3.65 to $5.65 per share, and the total proceeds amounted to 
approximately $7,750,000. Additional proceeds of $390,000 resulted from the 
sale of 121,695 shares by Murray pursuant to a vendor's letter from another 
Liechtenstein trust, some of which shares appear to have been obtained from 
those ostensibly issued to Depositors. Thus, public investors in this country 
paid about $8 million to finance an acquisition of properties by Sweet Grass 
costing under $2 million in eash. An underwriting profit of about $5 million 
was realized after deducting brokers’ commissions and the payment to the 
Jordan interests. 

Similar distributions pursuant to exchanges of stock for properties through 
corporate vehicles controlled by Ciglen and his associates were effected with 
respect to 500,000 shares of Sweet Grass stock which were exchanged for oil 
and gas properties of Pitt, an Alberta corporation, and 1,500,000 shares of Kroy 
stock which were exchanged for oil properties of Coronet, an Oklahoma cor- 
poration. 

The distribution of the Sweet Grass stock involved in the Pitt transaction 
was accomplished in early 1956 through Rothschild and Murray concurrently 
with the distribution of the shares issued in the Depositors transaction, and 
identical vendor letters from subunderwriters were used. It resulted in the 
payment by the public of about $2,440,000 for Sweet Grass shares issued for 
properties which, as we show below, were worth considerably less than $1 mil- 
lion, and a substantial underwriting profit was made in this transaction. 

Coronet had been a dormant company under another name prior to Kroy’s 
acquisition of its assets, and its few outstanding shares were held by Sidney 
A. Chalu, an officer and later director of Sweet Grass, and John A. Hext, an 
officer of Sweet Grass and later managing director of both Sweet Grass and 
Kroy. In early 1956 Ciglen paid Chalu $5,000 for the company and pursuant 
to his instructions Chalu changed the company’s name and increased its author- 
ized capitalization to 3 million shares. Ciglen installed one Michael Myerson 
as president, and 1,500,000 shares of Coronet stock were issued to 16 nominees 
who, as in the Depositors transaction, paid nothing for such shares.® 

In almost contemporaneous transactions Coronet acquired title to oil prop- 
erties in Oklahoma and Louisiana for ahout $2,200,000 provided by Ciglen, Black, 
and Myerson, and transferred title to Kroy ostensibly for 1,500,000 shares of its 
stock. Thereupon, Ciglen, Black, and Myerson took down the Kroy stock for 
distribution in the United States through the same technique used in the De- 
positors and Pitt transactions. Some of the vendor letters, including one signed 
by a clerk in Ciglen’s law office, were written on the same typewriter as was 
used for five of the Sweet Grass vendor letters. 

Commencing in July 1956, Rothschild and deVroedt sold 650,700 shares of 
Kroy stock which came directly or indirectly from the shares taken down in the 
Coronet transaction for about $1,650,000. From these proceeds checks totaling 
$371,773.94 were endorsed over to the Ciglen law firm trust account and an 
additional $190,000 was paid to Ciglen personally. Previously 900,000 shares 
taken down in the Coronet transaction had been sold in the names of Liechten- 
stien trusts on the Toronto Stock Exchange for total proceeds of approximately 
$2,100,000. It is apparent that some of the shares sold on the Toronto exchange 
were resold by Rothschild and deVroedt and that the underwriting profit in 
distributing the shares taken down in the Coronet transaction was substantial. 

Rothschild and deVroedt also sold 560,000 shares of Kroy stock which came 
from shares purchased by Ciglen when he took over control of Kroy from the 
prior management in February 1956. The public paid approximately $1,385,000 
for such shares. Checks for most of the net proceeds from these sales were 


5These nominees signed promissory notes for the stock with the understanding that 


Myerson would hold them harmless from any liability on the notes. The notes and stock 
certificates were later canceled. 
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endorsed over to the Ciglen law firm trust account. No exemption from regis- 
tration was available for the shares sold to the public in these transactions. 

The Sweet Grass current report to us for December 1955 stated that the 
1,750,000 shares involved in the Depositors transactions and the 500,000 shares 
involved in the Pitt transaction were exempt from the registration provisions of 
section 5 of the Securities Act by virtue of rule 133 under that act.° The Kroy 
current report for May 1956 made a similar claim of exemption as to the 1,500,000 
shares involved in the Coronet transaction. 

The theory of rule 133 is that no sale to stockholders is involved where 
the vote of stockholders as a group authorizes a corporate act such as 
a transfer of assets for stock of another corporation, a merger or a con- 
solidation because there is not present the element of individual consent ordi- 
narily required for a “sale” in the contractual sense. However, this does not 
mean that the stock issued under such a plan is “free” stock which need not be 
registered insofar as subsequent sales are concernred. Unless the Securities 
Act provides an exemption for a subsequent sale of such nonregistered stock, 
registration would be required. Of course, subsequent casual sales of such 
stock by noncontrolling stockholders which follow the normal pattern of trad 
ing in the stock would be deemed exempt from the provisions of section 5 of 
that act as transactions not involving an issuer, underwriter or dealer under the 
first clause of section 4 (1) of the Securities Act. However, if the issuer or 
persons acting on its behalf participate in arrangements for a distribution to 
the public of any of the stock issued to stockholders or have knowledge of 
a plan of distribution by, or concerted action on the part of, such stockholders 
to effect a public distribution in connection with the transaction, a section 
4 (1) exemption would not be available since an underwriting within the mean- 
ing of the statute would be involved. 

Where there is a preexisting plan, as in this case, to use stockholders merely 
as a conduit for distributing a substantial amount of securities to the public, 
rule 133 cannot be relied upon by the issuer. As stated by the United States 
District Court for the Southern District of New York in 8S. £#. 0. y. Micro- 
Moisture Controls, Inc.’ rule 133 is not applicable to an exchange of assets 
for stock which is but a step in the major activity of selling the stock. Sweet 
Grass and Kroy are chargeable with knowledge of the plan of distribution 
and such knowledge required each company to register the securities if it 
wished to avoid violation of section 5 of the Securities Act. In any event, 
where the persons negotiating an exchange, merger or similar transaction have 
sufficient control of the voting stock to make a vote of stockholders a mere 
formality, rule 133 does not apply. In such case the transaction is not corporate 
action in a real sense, but rather is action reflecting the consent of the persons 
in control, and consequently results in a “sale” as to them. Therefore, if an 
exemption from registration is available it must be found in the statute and 
cannot be based on rule 133. 

In the instant case no bona fide reliance on rule 133 was or could have been 
intended. The deliberate efforts disclosed by the record to evade the regis- 
tration requirements of the Securities Act by creating corporate entities and 
effecting transactions meeting the requirements of the rule in appearance only, 
are to be strongly condemned. 


® Sec. 5 of the Securities Act, as here applicable, makes it unlawful to use the mails or 
interstate facilities to sell a security unless a registration statement is in effect as to such 


security, or to offer to sell a security unless a registration statement has been filed as to 
such security. 


Rule 133 provides: 

“For purposes only of sec. 5 of the act, no ‘sale,’ ‘offer,’ ‘offer to sell,’ or ‘offer for sale’ 
shall be deemed to be involved so far as the stockholders of a corporation are concerned 
where, pursuant to statutory provisions in the State of incorporation or provisions con- 
tained in the certificate of incorporation, there is submitted to the vote of such sockholders 
a plan or agreement for a statutory merger or consolidation or reclassification of securities, 
or a proposal for the transfer of assets of such corporation to another person in considera- 
tion of the issuance of securities of such other person or voting stock of a corporation which 
is in control, as defined in sec. 368 (c) of the Internal Revenue Code of 1954, of such other 
person, under such circumstances that the vote of a required favorable majority (1) will 
operate to authorize the proposed transaction so far as concerns the corporation whose 
stockholders are voting (except for the taking of action by the directors of the corporation 
involved and for compliance with such statutory provisions as the filing of the plan or 
agreement with the appropriate State authority), and (2), will bind all stockholders of such 
corporation except to the extent that dissenting stockholders may be entitled, under 
statutory provisions or provisions contained in the certificate of incorporation, to receive 
the appraised or fair value of their holdings.” 

7 Civil No. 116-190, January 23, 1957. 
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We further find that the distribution of such unregistered shares created 
a contingent liability against Sweet Grass and Kroy to purchasers, pursuant 
to section 12 (1) of the Securities Act, which should have been disclosed in 
the reports filed with us.° 

2. Stock distribution through Torny.—lIt is also alleged in the order institut- 
ing these proceedings that Sweet Grass’ current report for August 1955 and 
annual report for 1955, as amended and revised, were false and misleading in 
stating that 500,000 shares of Sweet Grass stock issued and sold to Torny 
were not intended for distribution in the United States and that Torny was 
not an affiliate of, nor controlled by an officer or director of, Sweet Grass. 

In 1954 Torny had entered into an underwriting agreement with Sweet 
Grass for the purchase of 200,000 shares of its stock for $1.25 per share, or a 
total of $250,000. In 1955, a second agreement was made for an underwrit- 
ing of the 500,000 shares in question at $2.75 per share, to net the company 
$1,375,000. 

Sweet Grass made no attempt to restrict Torny to a distribution of these 
shares in Canada. Torny spread a substantial amount of these shares among 
three other Canadian underwriters, namely, Albontec Development Co., Ltd., 
Candore Trading Corp., Ltd., and Ontario Cobalt Mines, Ltd. Thereupon, these 
three subunderwriters negotiated with M. Mac Schwebel, then American coun- 
sel for Sweet Grass, for the resale of such shares to M. J. Shuck Co. (Shuck), 
a broker-dealer client of Schwebel.’ Shuck proceeded to distribute such shares 
over the counter by means of an intensive sales campaign. Shuck took down 
a total of 645,450 Sweet Grass shares from the subunderwriters at an average 
cost of about $3.30 per share, totaling $2,125,091, and resold all of these shares 
from November 1955 through January 1956 at prices ranging from $3.75 to 
$4.50 per share.” 

We conclude that the shares issued to Torny were intended for distribution 
in this country. We further conclude that Torny was an affiliate of Sweet 
Grass since, as previously stated, Ciglen controlled both companies, and Black, 
who was an officer of Sweet Grass, also controlled Torny. We accordingly find 
that Sweet Grass’ reports were false and misleading in these respects. 1n addi- 
tion, the illegal distribution created a contingent liability against Sweet Grass 
to purchasers, pursuant to section 12 (1) of the Securities Act, which should have 
been disclosed in the 1955 annual report filed by Sweet Grass. 


Failure to disclose transactions involving Golden West Minerals, Ltd. 


In August 1955, Sweet Grass purchased from Ontario Cobalt Mines, Ltd. 
(Ontario Cobalt), a Ciglen-controlled subunderwriter in the distribution through 
Torny, 1 million shares of Golden West Minerals, Ltd. (Golden West), a pro- 
motional mining company also controlled by Ciglen, for $875,000, which was 
paid out of the proceeds of the Torny underwriting. The fact that over 60 per- 
cent of such proceeds was used immediately to buy stock of Golden West and that 
by this purchase Sweet Grass obtained stock control of that company were 
material facts required to be stated in Sweet Grass’ report for August 1955, 
particularly since the amount paid by Sweet Grass exceeded 15 percent of its 
assets within the test specified in the report form. In addition, it was false and 
misleading to represent in that report that the cash proceeds from the sale of 
shares to Torny were to be used “for general corporate purposes, working capital, 
and the drilling of additional wells,” since an investment in shares of a promo- 
tional mining corporation bore no relationship to the oil and gas business which 
the company was engaged. 

In September 1956, Sweet Grass acquired all of the assets of Golden West 
in exchange for 250,000 shares of Sweet Grass stock, and that stock was dis- 
tributed to the other stockholders of Golden West, most of whom were affiliates 
or associates of Ciglen. Sweet Grass did not file the required report to reflect 
the issuance of these additional 250,000 shares to acquire all the assets of 
Golden West, and this failure to file a report was an additional violation of 
section 13 of the Exchange Act. 





8 Sec. 12 (1) of the Securities Act imposes liability on persons who sell a security in 
violation of sec. 5 of that act for rescission, or for damages if the purchaser no longer owns 

2 security. 
a Sch webei received a “finder’s fee” of $5,000 from Albontec Development Co., Ltd., in 
addition to his retained fees from Shuck. 

2% Inasmuch as M. J. Shuck, the sole proprietor of M. J. Shuck Co., failed to respond to 
a subpena to testify at the hearing and could not be found, the amount of his underwriting 
profit on these transactions is not in the record. 
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Overstatement of oil and gas reserves 


It is alleged that Sweet Grass’ current report for December 1955 and annual 
report for 1955, and amendments thereto, overstated the oil and gas reserves 
in the properties acquired from depositors, the value of such properties, and 
the oil reserves in the Pitt properties. It is further alleged that Kroy’s current 
report for May 1956 overstated the oil reserves in the Coronet properties. 

1. Reserves in depositors properties.—Sweet Grass filed as an exhibit to its cur- 
rent report on the Depositors transaction, an engineering report prepared by 
Dooley Engineering Co. (Dooley), which included an estimate of 93 million 
barrels of oil and 238,500,000 M. c. f. of gas “from reservoirs not yet discov- 
ered.” Dooley did not know that Sweet Grass intended to make the report 
public, and stated that, had the report been prepared for filing with this Com- 
mission, the report would not have included as a category of reserves any spe- 
cific amount of “possible” oil and gas reserves which were not yet “proven” as 
that term is generally understood.” In its third amended current report, Sweet 
Grass included as an exhibit an estimate of reserves prepared by Subsurface 
Studies, Inc. (Subsurface), which presented figures which differed from those 
of Dooley. 

The oil and gas properties acquired from Depositors are located in five fields. 
On the basis of the record, including the testimony of our oil and gas engineer, 
we find that the proven oil and gas reserves in these fields as of the date acquired 
by Sweet Grass were substantially overstated. The proven oil reserves (both 
developed and undeveloped) in one field, known as the Short Junction-Newcastle 
field, should have been estimated at most at approximately 1,400,000 barrels, 
as compared to the Dooley estimate of 5,875,000 barrels and the Subsurface 
estimate, as of a later date, of 3,150,896 barrels. The gas reserves were over- 
stated in approximately the same proportions. 

The proven oil reserves in a second field, the Evansville field, should have been 
estimated at most at about 70,000 barrels, as compared to the Dooley estimate 
of 2,200,000 barrels, since there was only 1 small producing well adjoining the 
tract acquired by Sweet Grass and none of the tract was developed. In fact, 
there was one dry hole on the lease involved, and the Subsurface report attributed 
no proven reserves to this field. 

Dooley’s estimates of proven oil reserves in 3 other fields of 640,000, 670,000, 
and 85,000 barrels, respectively, do not appear unreasonable. The subsurface 
report estimated the proven oil reserves in the first of these, known as the 
North Hoover Field, at 1,955,886 barrels, and estimated that an additional 661,- 
932 barrels could be recovered by water flooding, a secondary recovery method 
to be attempted after wells cease producing by natural flow or pumping. It is 
improper to estimate a fixed amount of reserves which may or may not be 
produced by a secondary recovery method until such method is in successful 
operation because of the uncertainty of recovery by such secondary method. 
The subsurface estimate of proven reserves in the second, the East Brady Field, 
was somewhat lower than the Dooley estimate after eliminating the reserves of 
607,219 barrels attributable by subsurface to a conjectural water-flood secondary 
recovery project not yet undertaken, and somewhat higher in the case of the 
third, the Union Valley Field, but no evidence was presented to justify the 
higher estimate. 

On the basis of engineering data then available, the total proven reserves 
acquired in the Depositors transaction could at most have been estimated at 
approximately 2,870,000 barrels, divided between 910,000 barrels of proven 
developed reserves and 1,960,000 barrels of proven, undeveloped reserves. 

These properties were carried at a value of $6,597,500“ in the balance sheet 
of Sweet Grass for December 31, 1955, contained in its annual report for 1955 
filed with us. This value is more than three times the actual negotiated pur- 





11 Proven reserves as to which definite estimates of amounts are appropriate may be 
developed or undeveloped. The term “proven developed reserves” is used for producing 
wells where there are sufficient engineering and geological data available to permit an 
estimate of the amount of oil or gas that is reasgnably certain to be ultimately produced 
by such wells. 

The term “proven undeveloped reserves” is used where, although no producing well exists 
on a location, there are sufficient geological and engineering data available to be reasonably 
certain that oil or gas will be profitably produced in an estimated quantity when a well is 
drilled. Unless there are one or more producing wells immediately adjacent to an 
undeveloped area, it is generally unwarranted to attribute proven reserves to such area. 

2 The amount of $6,597,500 was arrived at by valuing the 1,750,000 shares issued at 
$3.75 per share, the approximate price on the Toronto Stock Exchange at the time-of the 
acquisition of the properties. 
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chase price, which price bears a reasonable relationship to the fair oil-in-ground 
value of the reserves acquired from Depositors. Accordingly, we find that the 
balance sheet was false and misleading in this respect. 

Sweet Grass filed an amended annual report for 1955 and balance sheet after 
these proceedings had been noticed for hearing. The balance sheet is defective 
in not being certified by an independent public accountant, and carries a revised 
note to the effect that the valuation of $6,597,500 shown for the Depositors 
properties “is not intended to reflect the value of the properties acquired.” Such 
an explanatory note is not meaningful, and is not an acceptable substitute for 
reflecting the Depositors properties at actual cost. 

2. Reserves in Pitt properties —Sweet Grass filed as an exhibit to its current 
report on the Pitt transaction an engineering report dated November 24, 1955, 
prepared by J. C. Sproule & Associates (Sproule), which estimated 1,264,139 
barrels of proven reserves and 155,351 barrels of “probable additional” reserves. 
The Sproule report was hastily prepared at the insistence of Sweet Grass to 
indicate the potential of the oil properties to be acquired from Pitt. Sproule 
stated that the report was not in proper form for filing with this Commission, 
containing as it did a reference to “probable additional” reserves and omitting 
to mention the existence of a water problem in 2 of the 3 fields covered by the 
report. Sproule’s consent to the filing of this report with us was never ob- 
tained. Upon learning of the unauthorized filing, Sproule commenced prepara- 
tion of a revised updated report in April 1956, taking into account declines in 
production and the aggravated water problem that had become evident since 
the date of its earlier report. However, this report was never filed with us 
because Sweet Grass and its United States counsel, Schwebel, instructed Sproule 
to do no more than prepare a corroboration of the earlier report, without ref- 
erence to subsequent adverse developments evidencing less reserves than orig- 
inally estimated by Sproule. 

The evidence shows that the amount of proven reserves in the Pitt properties 
could be estimated at most at about 625,000 barrels at the time Sweet Grass’ 
report was filed with us. Our engineer’s testimony to this effect was corrobo- 
rated by the Sproule engineer who prepared the original and revised Sproule 
reports. The unfiled revised report was based on the decline-curve method 
which indicated the remaining gross proven, developed, oil reserves to be 169,900 
barrels, and the Sproule engineer estimated the gross proven, undeveloped, oil 
reserves at approximately 140,000 barrels, making estimated total gross proven 
reserves in April 1956 of about 310,000 barrels.“ That estimate was in large 
measure confirmed by the subsequent production history of the wells. In view 
of the serious water problem that exists in 2 of the 3 fields, it is misleading to 
attribute proven reserves to the Pitt properties over and beyond estimated 
reserves as based on the decline-curve method of calculation. 

The Sweet Grass balance sheet as of December 31, 1955, filed as part of the 
annual report for 1955, reflects a value of $1,334,800.25 for the oil reserves 
acquired from Pitt. This figure is at least three times the reasonable value 
of the proven reserves using Sweet Grass’s valuation basis of $1 a barrel for 
developed reserves and $0.50 a barrel for undeveloped reserves. The valuation 
by Sweet Grass of the 500,000 shares issued for the properties at $3.19 per share 
was, therefore, not a true measure of the value of the properties acquired. 

3. Reserves in Coronet properties—Kroy filed, as an exhibit to its current 
report on the Coronet transaction, an engineering report prepared by Dooley 
which stated there were proven oil reserves of 2,002,000 barrels in 1 field, the 
Hallett field, and of 2,250,200 barrels in another, the Pine Island field, and proven 
undeveloped reserves of 3,095,900 barrels in the 2 other fields, the Lexington 
and Newcastle fields. This report, as in the case of the Dooley report for 
Sweet Grass, was for the private information of Kroy as to the oil possibilities 
in the Coronet properties and was not intended for filing with us. 

Because there was a successful water-flood project in operation in the Hallett 
field at the time Kroy acquired this property, we find that Kroy could at most 
attribute to its net proven reserves in that field between 1 million and 1,100,000 
barrels, compared to the Dooley estimate of 2,002,000 barrels. Moreover, in 
May 1956, this field was actually acquired by Kroy from Coronet for $900,000, 
which would be a reasonable price for approximately 1 million barrels of proven 
reserves. 


13The net reserves to Sweet Grass’ interest would, of course, be less than the gross 
figure. 


SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 4223 


In the Pine Island field, oil reserves are found in a chalk formation so that 
a relatively long time is required for recovery of the oil as compared with 
reserves in a sand or ordinary limestone formation. The record shows that 
proven oil reserves in this field should have been estimated at most at about 
1,520,000 barrels, compared to the Dooley estimate of 2,250,200 barrels, and 
that that figure was subject to further reduction as to the net interest of Kroy 
by virtue of an outstanding $300,000 mortgage on the property calling for pay 
ment out of future production. 

No proven undeveloped oil reserve should have been estimated for the Lexing 
ton and Newcastle fields, whereas Dooley’s estimate was 3,095,900 barrels. 
Kroy drilled a dry hole in the Lexington field and has determined to abandon it. 
No drilling was undertaken in the Newcastle field and the lease has been 
surrendered. 

Thus the proven reserves acquired by Kroy from Coronet could not reason 
ably be estimated in excess of 2,620,000 barrels as of the date of acquisition, 
and the representation that such reserves totaled 7,348,100 barrels, almost trip] 
the maximum estimate we find to be justified, was false and misleading. 


e 


CONCLUSION 


In view of the failure to comply with the reporting requirements of section 13 
of the Exchange Act, under the provisions of section 19 (a) (2) of the Exchange 
Act here applicable we may suspend for a period not exceeding 12 months, or 
withdraw the registrations of the securities of Sweet Grass and Kroy on the 
exchange if we find that such action is necessary or appropriate for the pro 
tection of investors. As we have found, the two companies filed reports with 
us which contained false and misleading statements concerning the oil and gas 
reserves in their properties and the applicability of the registration require- 
ments of the Securities Act to the issuance and distribution of their securities. 
Such misinformation was widely circulated in this country in investment advisory 
publications and in sales literature, and investors purchased in reliance thereon. 

Respondents contend that the protection of investors does not require with- 
drawal of exchange registration, and initially urged that no suspension should 
be imposed beyond the time necessary to disSenimate to the public and the 
stockholders the facts developed at the hearings, the steps taken to remedy 
the conditions complained of, and the information, submitted by respondents 
at the oral argument, on their current operations and programs. However, 
at the additional oral argument, respondents expressed a willingness to consent 
to a suspension of 12 months, subject to application for earlier termination of the 
suspension upon a showing that corrected reports had been filed, that each stock- 
holder had been furnished a copy of our opinion, that a stockholders’ meeting 
had been held, and that proxy solicitations had been made under our rules. 

Respondents assert that they ewn valuable properties, that substantial income 
is being received, that innocent stockholders, over 18,000 of whom are residents 
of this country, would be injured by withdrawing registration, and that none 
of the persons involved in the transactions in question are now officers, directors, 
or substantial stockholders in respondents. They have promised to revise their 
reported estimate of oil and gas reserves, to increase their quorum require- 
ments so as to assure representation by United States stockholders at meetings, 
to solicit proxies of such stockholders in compliance with our proxy rules, to 
make their books and records available for inspection at any time, and to see 
to it that officers and directors respond to subpenas in any subsequent investi- 
gation or hearing. 

While Ciglen, Black and Gilbert have resigned from their positions with the 
two companies, it is not at all clear that the companies now have an independent 
management. Although three of the present officers have advised us through 
counsel for respondents that it is their intention to use their own and unbiased 
judgment in company affairs, the record does not disclose that any steps have 
been taken by the present management to recover any illegal profits resulting 
from the transactions here involved. Moreover, respondents did not produce 
their books and records pursuant to the subpena duces tecum served on Schwe- 
bel, designated as their agent to receive Commission notices, until midway in the 
presentation of respondents’ evidence, and an appreciable period after the resig- 
nations of Ciglen, Black and Gilbert. Nor can we agree with Kroy’s conten- 
tion that it is in a different position from Sweet Grass. 

Use of the facilities of a national securities exchange by an issuer is a privi- 
lege involving important responsibilities under the act, including compliance 
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with the reporting requirements. When those responsibilities are abused, the 
integrity of the exchange market is vitiated. Congress has specified that when 
violations have occurred we may require the delisting of securities of the issuer 
if necessary or appropriate for the protection of investors. And in considering 
investors, regard must be had not only for existing stockholders of the issuer, 
but also for potential investors. 

We conclude that under all the circumstances, the protection of investors 
requires that the registrations of the securities of Sweet Grass and Kroy on 
the American Stock Exchange be withdrawn, effective upon the expiration on 
April 13, 1957, of our presently outstanding orders under section 19 (a) (4) of 
the Exchange Act suspending trading in those securities through that date. 

By the Commission (Chairman Armstrong and Commissioners Orrick, Pat- 
terson, Hastings, and Sargent). 

OrvaL L. DuBots, Secretary. 


UNITED STATES OF AMERICA 
BEFORE THE 
SECURITIES AND EXCHANGE COMMISSION 
April 8, 1957 


In the Matter of Great Sweet Grass Oils, Ltd., Concourse Building, 100 Adelaide 
Street W., Toronto, Ontario, Canada (File No. 1-8827) and Kroy Oils, Ltd., 
Room 10, 328 a-8th Avenue W., Calgary, Alberta, Canada (File No. 1-3679) 


(Securities Exchange Act of 1934, sec. 19 (a) (2)) 
ORDER WITHDRAWING REGISTRATION OF SECURITIES ON NATIONAL SECURITIES 
EXCHANGE 


Proceedings having been instituted pursuant to section 19 (a) (2) of the Secu- 
rities Exchange Act of 1934 to determine whether it is necessary or appro- 
priate for the protection of investors to suspend for a period not exceeding 12 
months, or to withdraw, the registrations of the capital stock of Great Sweet 
Grass Oils, Ltd., and of Kroy Oils, Ltd., on the American Stock Exchange, a 
national securities exchange; 

Consolidated hearings having been held after appropriate notice, during the 
course of which the parties waived a recommended decision by the hearing ex- 
aminer and proposed fiudings and briefs, and respondents consented that the 
Division of Corpu.ution Finance assist in the preparation of the Commission’s 
decision ; 

Oral argument hiving been held at which respondents submitted a memoran- 
dum brief in support of a suggested form of order; supplemental briefs having 
been filed by respondents and additional oral argument presented ; 

The Commission having this day issued its findings and opinion; on the 
basis of said findings and opinion 

IT IS ORDERED that the registrations of the capital stock of Great Sweet Grass 
Oils, Ltd., and of Kroy Oils, Ltd., on the American Stock Exchange be, and they 
hereby are, withdrawn, effective upon expiration on April 13, 1957, of the Com- 
mission’s outstanding orders under section 19 (a) (4) of the Securities Exchange 
Act of 1934 suspending trading in such stocks through that date. — 

By the Commission. 

Orvat L. DuBors, Secretary. 


MEEKER ATTACHMENT No. 2 
(Litigation release No. 968. April 9, 1956) 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D, C. 


The Securities and Exchange Commission announced today the filing of a 
complaint on April 5, 1956, in the United States District Court for the Southern 
District of New York to enjoin Camoose Mines, Ltd., Philip M. King, Sr., 
Philip M. King, Jr., and Liliane McKinley from further violating the registra- 
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tion provisions of the Securities Act of 1933 in connection with the offering and 
sale of the capital common stock of Camoose Mines, Ltd., a corporation organ- 
ized in the Province of Ontario, Canada. Hearing on the Commission’s motion 
for a preliminary injunction was set for April 17, 1956. 

The Commission’s complaint alleges that since on or about May 1, 1954, 
the defendants, using the means and instruments of communication and trans- 
portation in interstate commerce and the mails, have been offering and selling 
the common stock of Camoose Mines, Ltd. while no registration statement with 
respect to such stock has been filed or is in effect with the Commission. 

The investigation was conducted by James T. Murray, Securities Investiga- 
tor, and John George Ledes, attorney, attached to the New York regional office 
under the direction of James C. Sargent, regional administrator, and William 
D. Moran, chief enforcement attorney. Mr. John J. Devaney, attorney, and 
Messrs. Sargent, Moran, and Ledes are representing the Commission in this 
action. 


MEEKER ATTACHMENT No. 3 
Litigation Release No. 971, April 17, 1956 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D. C. 


The Securities and Exchange Commission reported today that Judge Thomas F. 
Murphy, of the United States District Court for the Southern District of New 
York, signed a final judgment permanently enjoining Philip M. King, Sr., and 
Camoose Mines, Ltd., from further sale of securities in violation of the registra- 
tion requirements of the Securities Act of 1933. King, senior, and Camoose 
consented in writing to entry of judgment. The action was dismissed as to two 
other defendants, Philip M. King, Jr., and Liliane H. McKinley. 

The complaint filed by the Commission charged that Philip M. King, Sr., and 
Camoose Mines, Ltd., a Canadian corporation, since May 1, 1954, had been 
selling and offering to sell common capital stock of Camoose Mines, Ltd., to 
United States residents by the use of the United States mail and the means and 
instruments of transportation and communication in interstate commerce without 
having a registration statement with respect to such securities in effect with the 
Securities and Exchange Commission. ‘The Commission’s papers alleged that 
Philip M. King, Sr., purchased 800,000 shares of Camoose stock, registered for 
sale in Canada, and at or about the same time used the above instrumentalities to 
offer to sell and sell Camoose shares to United States residents. 

Camoose Mines, Ltd., is a corporation organized in the Province of Ontario, 
Canada. Philip M. King, Sr., is a resident of New York City. Though the 
parties filed no answer to the Commission’s complaint, Camoose Mines, Ltd., and 
King, senior, consented in writing and through counsel in open court to the entry 
of final judgment, which consent denied the allegations made in the Commission’s 
complaint.” 

The investigation leading to the filing of the complaint, conducted under the 
supervision of James C. Sargent, regional administrator of the Commission’s 
New York Regional Office, was made by John George Ledes, attorney, and James 
T. Murray, securities investigator, of that office. The Commission was repre- 
sented in the action by Mr. Sargent, William D. Moran, chief enforcement at- 
torney ; John J. Devaney, Jr., attorney; and Mr. Ledes. 


Mr. Morris. Senator, with respect to the next two witnesses who 
are scheduled to appear here this morning, I would like the record with 
particularity to repeat that portion of your opening statement which 
said that the subcommittee has no evidence that any one of the wit- 
nesses today is in any way connected with the Communist organization, 
nor is there any assumption by the subcommittee that any American 
laws are being violated. 

We are simply seeking information to determine whether new laws 
may be necessary. 

Now, in connection with some of the specific transactions in the 
United States, we have asked two people who have engaged in such a 
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transaction to tell us, to give us the benefit of their experience in 
carrying out their partie ular part in a typical operation. 

I wonder if Mr. Mac Schwebel would come forward. Is Mr. Mac 
Schwebel here ? 

Senator, Mr. Schwebel testified in executive session on April 3, 1957. 
At the termination of that testimony he said that he would appear here 
if we simply phoned him, and Mr. Rusher phoned him; did you not ? 

Mr. Rusuer. I phoned the number that Mr. Schwebel left, Hanover 
2-5770, I believe, Senator, it was about a week ago today. I am not 
certain of the exact date. I spoke with the gentleman who identified 
himself as Mr. Schwebel and advised him that the committee was 
holding hearings in New York on this date and that his presence would 
be requested here at 10 a. m., Tuesday, June 11. 

Mr. Morris. Is Mr. Mac Schwebel here? 

Senator, there may be some misunderstanding. I suggest that we 
be in touch with his office and see whether or not there is a misunder- 
standing. 

Senator Hruska. Do so over the noon hour and get the report on 
that when we reconvene this afternoon. 

Mr. Morris. Is Mr. Frumberg here? 

Mr. Frumepere. Yes, sir. 

Mr. Morris. Do you know anything of Mr. Schwebel’s nonappear- 
ance here this morning ? 

Mr. Frumeerc. Absolutely not. 

Mr. Morris. Will you stand to be sworn ? 

Senator Hruska. Do you solemnly swear that the testimony you 
are about to give will be the truth, the whole truth, and nothing but 
the truth ? 

Mr. Froumeere. I do. 


TESTIMONY OF IRWIN R. FRUMBERG 


Mr. Morrts. Before beginning, Mr. Rusher, I would like to point 
out that we world have asked Mr. Schwebel about his particular role 
in the sale of 750,000 shares of basic atomics stock at $2 a share to a 
Swiss trust and the resale of those shares shortly thereafter in the 
United States at higher prices. That was the basic nature and Mr. 
Schwebel has testified extensively before the subcommittee in execu- 
tive session and indicated he would have so testified here about that 
today. 

So, with that background I suggest that Mr. Rusher continue with 
the examination of Mr. Frumberg. 

Mr. Rusuer. Would you give your name and address? 

Mr. Frumeerc. Irwin R. Frumberg, F-r-u-m-b-e-r-g, 50 Broadway, 
New York City. 

Mr. Rusner. What is your business ? 

Mr. Frumepere. I am an attorney. 

Mr. Rusuer. Can you give us an outline of your professional 
experience ? 

Mr. Frumpere. I graduated from Harvard Law School in 1941. I 
was employed by the United States Securities and Exchange Com- 
mission in 1942 and served with the Commission in varying capacities 
until my resignation as chief interpretative attorney of the New York 
Regional Office on February 2, 1954. 
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Mr. Rusuer. What did you do thereafter 

Mr. Frumperc. I was associated with Mr. Schwebel at his office at 
30 Broad Street for approximately 2 years, severing that connection 
on March 30, 1956. I am now in practice for myself. 

Mr. Rusuer. So for the 2 years, 1954 to 1956, the dates in those 2 
years, you were associated with Mr. Schwebel in the practice of law; 
is that correct ? 

Mr. Frumpere. Yes. 

Mr. Rusuer. In the course of your association with him, did you 
become familiar with the sale of 750,000 shares of Basic Atomics stock 
to a Liechtenstein trust named the Huettonwerk Trust, through the 
Swiss-Israeli Trade Bank ? 

Mr. Frumeperc. Before I answer that question, as a formality for 
the record, I would like to be advised if in the opinion or ruling by 
the committee there has been a waiver of the client-attorney privilege 
in connection with the disclosure of anything I might say about Basic 
Atomics sale of stock. I believe that Mr. Schwebel, as I understand 
from you, has extensively testified and I would like to have a ruling 
from the committee in that connection for the record. 

Mr. Rusuer. Can you tell us, Mr. Frumberg, was Mr. Schwebel, 
at the time you knew him at any rate, an officer or in any way con- 
nected with the Basic Atomics? 

Mr. Frumeere. I believe that he was general counsel and a large 
stockholder of Basic Atomics. 

Mr. Rusuer. Do you have any reason to believe that this relation- 
ship has ceased ? 

Mr. Frumperc. I have no knowledge whatsoever about the present 
situation or since my severing of my connection with Mr. Schwebel in 
March of 1956. 

Mr. Morris. Mr. Rusher, you had planned, as I understand it, to ask 
Mr. Frumberg about actions that he himself participated in rather 
than privileged communications between Basic Atomics as a client. 

Mr. Frumperc. It wasn’t a client of mine. It was a client of Mr. 
Schwebel. 

Mr. Morris. The record shows that Mr. Schwebel has testified 
extensively. 

Mr. Frumperc. For the record, would you rule there has been a 

yaiver of the client-attorney relationship just so that I might not 
suffer any criticism ? 

Senator Hruska. As to the extent that Mr. Schwebel has testified 
before this subcommittee extensively, and that covers over 41 pages of 
testimony in typewritten form on 81% by 11 paper, there has been a 
waiver of privileged communication as to those things on which he has 
testified. 

Mr. Frumeerc. Thank you, sir. 

Senator Hrusxa. Further, as I understand it, Mr. Witness, the 
testimony that you will be asked to give will be primarily with refer- 
ence to things which you yourself have witnessed and participated in 
and not on items in which 'there were disclosures between attor ney and 
client. 

Mr. Fromeerc. Thank you. 

You asked me, I believe, what I knew about the sale of 750,000 
shares of Basic Atomics stock at $2 a share to an entity known as 
the Huettonwerk Trust. 
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Mr. Rusuer. Can you testify generally with regard to the fact 
there was such a sale and what it was about ? 

Mr. Frumeerc. As far as I know, there was a contract dated Aug- 
ust 23, 1955, between the Huettonwerk Trust, a Liechtenstein com- 
pany with an office in Geneva, and Basic Atomics, Inc., a domestic 
corporation, for the acquisition of 750,000 shares of common stock at 
$2 per share whereby, among other things, the trust agreed either 
to acquire the shares for investment in whole or in part or for resale 
and distribution in whole or in part exclusively outside the United 
States, its Territories, and possessions. 

Mr. Rusuer. What was Basic Atomics? What is the business? 

Mr. Frumperc. As I understood it, Basic Atomics was a specula- 
tive mining company engaged in exploration operations in Kings 
Mountain, either North or South Carolina, with a view toward the 
ultimate production of lithium and also—— 

Mr. Rusuer. Lithium is an ore or a mineral involved 

Mr. Frumeerc. Lithium is, as I understand it, a mineral which is 
found in various parts of the United States and essential to aspects 
of national defense. 

Mr. Rusuer. Actually it has to do with the general field of atomic 
energy, does it not? 

Mr. Frumeperc. To a great extent I believe it does. In connection 
with the H-bomb and atomic bombs. 

Mr. Rusuer. And also is this the only claim that Basic Atomics 
has? 

Mr. Frumeere. I believe it had certain other properties. My 
recollection is, it had certain other properties in Canada which I be- 
lieve were set forth in a filing under regulation A with the Securities 
and Exchange Commission in 1954 or early in 1955. 

Mr. Rusuer. In other words, if I understand you, Mr. Frumberg, 
Basic Atomics is a company which has holdings in lands which may 
have either lithium or other atomic ores or minerals, is that right, 
involved in atomic energy ¢ 

Mr. Frumepere. I believe so. 

Mr. Rusuer. And, therefore, involved with defense application to 
some extent ? 

Mr. Frumpere. Yes, sir. 

Mr. Rusuer. Now, how much of the stock of Basic Atomics was 
outstanding prior to this sale of 750,000? 

Mr. Frumeerc. I have a very vague recollection. I am not quite 
certain. I know at or about the time of the contract sale there 
was a 3-for-1 split and the figures are lost in my mind. 

Mr. RusHer. Was it less than 750,000 shares? In other words, did 
this represent control of the company ? 

Mr. Froumpere. If the 750,000 shares had been sold in 1 solid block, 
I am not certain whether it would have been a 50 or more than 50 
percent majority ownership. 

Mr. Rusuer. Is Mr. Garcia, our investigator, in the room? He 
has some of the facts with regard to this. May we have him sworn 
at this time to provide additional facts, Senator? He has investi- 
gated this subject considerably. 

Mr. Garcia, would you stand to be sworn ? 
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Senator Hruska. Do you solemnly swear that the testimony you 


are about to give will be the truth, the whole truth, and nothing but 
the truth ? 


Mr. Garcia, I do. 


TESTIMONY OF ROY GARCIA 


Mr. Morris. Give your name and address to the reporter here. 

Mr. Garcia. Roy Garcia, 47 East 74th Street, New York City, N. Y. 

Mr. Rusuer. You are an investigator for the Internal Security 
Subcommittee ? 

Mr. Garcta. That is right. 

Mr. Rusuer. You have. investigated the question of this particular 
sale of Basic Atomics stock ? 

Mr. Garcia. Yes, I did. 

Mr. Rusuer. Can you tell us how much stock was out standing prior 
to the issuance and sale of this block of 750,000 shares? 

Mr. Garcta. Well, prior to the issuance of this block of stock, there 
was, on July 26, 1954, a public offering of 170,000 shares. This, plus 
the founding stock which was origin: lly issued when the corporation 
was put together, totaling 100,000 shares, was the total outstanding 
stock plus 500, 000 shares of the warrants which could be exercised and 
changed into stock within 2 2 years from the founding date, which was 
August of 1954. 

Mr. Rusuer. So that as a practical matter this 750,000 shares did 
represent control of the corporation, is that correct ? 

Mr. Garcia. Yes, sir. 

Mr. Rusuer. Is there anything in that statement, Mr. Frumberg, 
inconsistent with your understanding, incomplete though it may be? 

Mr. Frumpera. I have no recollection whatsoever of the figures but 
500,000 shares subject to warrants and then if my recollection is cor- 
rect, there was a 3-for-1 split, that would constitute 1,500,000 shares 
underlying the warrants and there would have been three times 170,000 
shares, the figure I believe you mentioned, those total shares there 
would have exceeded by far 

Mr. Rusuer. [f all the warrants had been exercised. 

Mr. Frumepera. I understood he said 

Mr. Garcta. I qualified that as stock and also warrants, but 750,000 
shares in a single block would have at that time—— 

Mr. Rusuer. I said as a practical matter also. 

Mr. Frumoera. If as a matter of fact the 750,000 exceeded the 50 
percent limitation, there is no question that a solid block of 750,000 
shares would have constituted mathematically more than 50 percent. 

Mr. Rusuer. Was it sold as a solid block through the Swiss? 

Mr. Frumperc. My understanding was the Huettonwerk Trust did 
in fact acquire the shares for distribution and effected a public dis- 
tribution in Europe. 

Mr. Rusner. Now, let me see if I understand this. You say that 
they did acquire the shares for distribution. By that do you mean 
that they were intending to resell them in Europe to individual in- 
vestors? 

Mr. Frumeerc. I read from this letter a provision of the contract 
which stated that the trust agreed either to acquire the shares for in- 
vestment in whole or in part or for resale or for distribution in whole 
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or in part exclusively outside the United States, its Territories and 
possessions. That was the provision of the contract. 

As I understood it later, I understood that the Huettonwerk Trust 
had in fact acquired the shares for public distribution or public offer- 
ing outside the United States, its Territories and possessions. 

Mr. Rusuer. In the first instance, however, it 1s a fact that the 

750,000 shares were sold in one solid block to the Huettonwerk Trust 
at Liechtenstein. 

Mr. Frumpere. I cannot disagree with that statement. It was, as 
I understood it, sold to the Huettonwerk Trust which acquired it for 
distribution. 

Mr. Rusuer. Let’s first find the basis of the understanding you 
described. Did you investigate the matter of distribution to Huetton- 
werk Trust ? 

Mr. Frumperc. Yes. I went to Europe at the end of the last week 
in August 1955, in order to see the agent of the Huettonwerk Trust in 
Geneva and discuss with the Swiss-Israeli Trade Bank officials in 
Geneva what was to happen with the shares. 

Mr. Rusuer. Who was the agent ? 

Mr. Frumperc. Raymond Gasoliba. 

Mr. Rusner. Had you known him previously ? 

Mr. Frumeerc. I had met him previously in Schwebel’s office. 

, Mr. Rusuer. Was he a business associate of yourself or Mr. Schwe- 
rel ? 

Mr. Frumperc. I understood he was a client of Mr. Schwebel’s. 

Mr. Rusuer. And he was also representative of the Huettonwerk 
Trust in this particular sale ? 

Mr. Frumeere. I was told he was the representative of Huetton- 
werk Trust. 

Mr. Rusuer. What is the relationship of the Swiss-Israeli Trade 
Bank to the transaction ? 

Mr. Frumperc. My understanding was that the Swiss-Israeli Trade 
Bank was to be the escrow agent of the shares on behalf of the com- 
pany, Basic Atomics, until the Huettonwerk Trust paid for the shares; 
that upon that moment the bank would then act as the agent for the 
Huettonwerk Trust and thereafter, as I was told when I was in Geneva, 
the Swiss-Israeli Bank acted, as we would say here, as broker for 
buyers and sellers of those securities in connection with what I was 
told would be a public distribution in Europe. 

Mr. Rusuer. Now, with whom did you discuss the intentions of 
the Huettonwerk Trust with regard to further distribution of these 
shares? 

Mr. Frumperc. Well, originally, before I left for Europe with 
Mr. Schwebel, who, I believe I recollect, indicated to me that the 
Huettonwerk Trust was in fact going to acquire for distribution, I 
went to Geneva and discussed with Gasoliba and officials of the Swiss- 
Israeli Trade Bank. My function there was to help advise them in 
order to assure that the exemption from registration under the Secu- 
rities Act relied upon by Basic Atomics would not be lost to the com- 
pany by any subsequent events. 

Mr. Rusuer. And this led ultimately, did it not, to the writing of 
a letter by yourself to Mr. John B. Warren, president of Basic 
Atomics, 11 West 42d Street, New York, N. Y., dated September 28, 
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1955, in which you gave as your opinion that the transaction involving 
the issuance and delivery of 750,000 shares by your company was 
exempted from registration under the Securities Act of 1933 by 


virtue of sections 4 (1) (2) 
Mr. Frumperc. Clause 2. 
Mr. Rusuer. Since no offering was made in the United States, 

its Territories and possessions? — 

Mr. Froumperc. That is correct. 
Mr. Rusuer. Now, your letter, if I may just read it, or the perti- 
nent portion of it—this is addressed to Mr. Warren and reads: 


Dear S1k: This will refer to the applicability of the Securities Act of 1933 
in connection with the sale by your company of 750,000 shares of its common 
stock in Heuttonwerk Trust (hereinafter referred to as the “trust”), a Liech- 
tenstein company, with an office in Geneva, Switzerland, at $2 per share pur- 
suant to a contract of August 23, 1955, whereby, among other things, the trust 
agreed either to acquire the shares for investment in whole or in part, or for 
resale or distribution in whole or in part, exclusively outside the United 
States, its Territories and possessions. 

As you know, pursuant to your request, I went to Geneva, arriving on Sep- 
tember 2, 1955, in order to obtain appropriate assurances with respect to the 
proposed disposition of the aforementioned shares. Inasmuch as my inquiry 
revealed that the shares were offered and sold by the trust only to European 
investors, it is my opinion that the transaction involving the issuance and 
delivery of the 750,000 shares by your company was exempted from registration 
under the Securities Act of 1933 by virtue of section 4 (1) (2), since no offer- 
ing was made in the United States, its Territories and its possessions. 

Very truly yours, 





Irwin R. FRUMBERG. 

Now, the first point, is that the letter you wrote to Mr. Warren? 

Mr. Frumperc. Yes. That is, a copy of which I have here. 

Mr. Rusuer. I note that you state there first that the trust agreed 
either to acquire the shares for investment in whole or in part or for 
resale or distribution in whole or in part, or for resale or distribu- 
tion in whole or in part, so we cannot rule out altogether the pos- 
sibility that they were going to hold it in one solid block of 750,000 
shares for investment. 

Mr. Frumperc. Mr. Schwebel had assured me it was not to be done 
because a block of 750,000 shares, if it constituted control, I would 
have had occasion to put into my letter the facts concerning it and 
the possible repercussions in that event, but I had the assurance that 
it was in fact to be made a public effering in Switzerland, in Europe. 

Mr. Rusuer. What was the form of the assurance / 

Mr. Frumperc. The form was Mr. Schwebel telling me, and sev- 
eral transcontinental telephone calls, and the fact that I obtained a 
letter from the bank after explaining our Securities Act to the bank 
officials, that the shares had been offered to European investors. 

Mr. Rusuer. When you say transcontinental— 

Mr. Frumperc. I mean transoceanic. 

Mr. Rusuer. And was the letter that you received from the bank 
this letter, a photostat of this letter from the Swiss-Israeli Trade 
Bank to Mr. Schwebel dated September 9, 1955, that you gave me 
in your office ? 

Mr. Frumeere. If that is the letter I gave you in my office, that 
is the written letter that I obtained from the bank in addition to the 
oral assurances of Mr. Gasoliba and the bank officials that im fact 
the public distribution had occurred. 
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Mr. Rusuer. I will read this letter. It is very short. It is ad- 
dressed to M. Mack Schwebel, 30 Broad Street, New York City, dated 
September 9, 1955. 

Deak Sik: Pursuant to your request and with the permission of the client, 
this is to advise that the 750,000 shares of Basic Atomics, Inc., held by the 
Huettonwerk Trust were acquired by a number of European investors. None of 
these shares were, according to our knowledge, offered for sale in the United 
States or transferred to Americans. 

Yours faithfully, 


BANQUE PouR LE COMMERCE, SWISSE-ISRAELEN. 

That is the assurances they gave you in addition to the oral assur- 
ances ¢ 

Mr. Fromeerc. From the office of the bank, Mr. Schwebel, and 
Mr. Gasoliba. 

Mr. Rusuer. And Mr. Brownschweig? 

Mr. Frumeerc. I have never met Mr. Brownschweig. I believe I 
know whom you refer to. He was counsel to the bank, I believe. 

Mr. Rusuer. To the Swiss-Israeli Bank. 

Mr. Frumpera. I believe so. Iam not certain. I did not meet him 
when I was there, nor did I talk to him. 

Mr. Rusner. Was the form of oral assurances you received similar 
to this? 

Mr. Frumperc. I would say it was a little more amplified because 
I explained the Securities Act to them and, as I have found out, Swiss 
bank officials are reluctant to put a lot of things in writing. I told 
them the type of assurances I needed. ‘They gave it to me orally. 
I stayed in Geneva for 2 or 3 weeks in order to assist them in the sense 
that when they had inquiries concerning Basic Atomics, and they 
assured me that the distribution had been completed in Europe, that 
it was their responsibility to determine any orders from banks or 
brokers, that the source of those orders on the original distribution, if 
there were any, were not United States residents or citizens of the 
United States emanating from the United States. 

Mr. Rusuer. It could have been, however, anybody outside the 
United States ? 

Mr. Frumperc. On that basis outside the United States, its Terri- 
tories, and possessions, which they assured me was the case, par- 
ticularly when they said no shares were offered here or transferred to 
residents of the United States, I felt I had sufficient assurances that 
the distribution had been completed abroad. 

Mr. Rusuer. Did you ask them who the distributees were? 

Mr. Frumpere. Yes, I did. 

Mr. Rusuer. What did they say? 

Mr. Frumperc. Let’s say I tried to but I was met with a veil of 
secrecy and a shrug of the shoulders and it was explained informally 
they don’t tell who their clients are. 

Mr. Rusuer. You asked who bought these shares from the Huetton- 
werk Trust and you were not 

Mr. Frumeere. They would not tell me the names, but they told me 
none of the shares had been offered or transferred to United States 
residents, 

Mr. Rusner. Did they tell you the number of distributees ? 

Mr. Frumpere. No, they didn’t; and I gathered that there had been 
in fact a public distribution. 
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Mr. Rusuer. How do you gather that? 

Mr. Frumeerc. From their conversation because 1 was very in 
sistent on the point that it was not to be 1, 2, 3, or 4 or a small select 
number of persons. 

Mr. Rusuer. What did they say in response to your making that 
point é 

Mr. Frumeperc. A number of European investors, Mr. Frumberg. I 
don’t think you have to concern yourself with compliance with the 
Securities Act. 

Mr. Ruswer. You are now quoting them ¢ 

Mr. Fromperc. Paraphrasing them. 

Mr. Rusuer. In other words, all they would tell you was that an 
unspecified number of European investors had purchased these Basic 
Atomic shares in the Huettonwerk Trust. 

Mr. Frumpere. Yes. 

Mr. Rusuer. Do you know whether or not those European investors 
were in Eastern or Western Europe? 

Mr. Frompere. I haven’t the slightest idea. 

Mr. Rusner. As far as you know they could all be behind the Lron 
Curtain ? 

Mr. Fromperc. They could have been. 

Mr. Rusuer. And that would have given those people practical 
control of Basic Atomics? 

Mr. Frumpera. Well, if they were a united, cohesive group, yes; 
or asmall enough group getting a big enough block out of the 750,000 
shares. 

Mr. Rusuer. Were you assured they were not a united, cohesive 
group ? 

Mr. Frumperc. Yes; I was. 

Mr. Rusuer. By whom? 

Mr. Fromeperc. By the officials of the bank and the representative 
of the Huettonwerk Trust. 

Mr. Rusuer. You had their word for it that this was not a united 
and cohesive group? 

Mr. Frumpere. Of course. Otherwise I would have considered the 
control question. 

Mr. Rusuer. But they would not tell you who they were? 

Mr. Frumperc. That is correct, sir. 

Mr. Rusner. Now, if I understand the transaction as it stood at 
this point, the agreement to sell Huettonwerk Trust 750,000 shares 
of Basic Atomics had been received on or about August 23? 

Mr. Frumpere. Yes. 

Mr. Rusuer. The letter to you by the Swiss-Israeli Bank assuring 
you that these shares were acquired, and that is in the past tense, so 
that it meant already had been acquired ? 

Mr. Froumpere. I assume that. 

Mr. Rusner. By a number of European investors, was dated 
September 9? 

Mr. Frumperc. Right. 

Mr. Rusuer. Do you know that on the very date, September 9, of 
that letter to you from the Swiss-Israeli Trade Bank, on that same 
date the first 3,300 of these shares of Basic Atomics were already 
being sold back in the New York market ? 

Mr. Frumeere. I did not know it then nor for some time later. 
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Mr. Rusuer. When did you learn it ? 

Mr. Frumpere. I believe I learned it when you and Mr. Garcia 
were in my Office. 

Mr. Rusuer. About 2 weeks ago. 

Mr. Frumperc. Well, Mr. Garcia had been there before. 

Mr. Rusuer. Within the last month? 

Mr. Frumeerc. Within the last 3 months. 

Mr. Rusuer. Did it come as a surprise to you ? 

Mr. Frumeerc. Well, yesand no. Very simply, the exemption from 
registration relied upon by the Basic Atomics, the issuer here, was 
transactions by an issuer not involving any public offering. Now, if 
that public offering through the Huettonwerk Trust had been com- 
pleted abroad, exclusively outside the United States, its Territories 
and possessions, there would have been available to brokers and dealers 
and other people in this country immediately, under interpretations 
of the statute, the so-called dealer exemption. That situation exists 
in connection with a domestic corporation which effects a public dis- 
tribution abroad. It is said to have the private offering exemption 
because the only exemption it could have from registration is the 
peculiar phrasing, transactions by an issuer not involving a public 
offering. 

Interpretation has added to that section and clause of the statute, 
not involving a public offering in the United States. Therefore, if 
there was a public offering outside, completely exclusively outside 
the United States, its Territories and possessions, there was not a 
public offering here and the staff has already maintained that an 
exemption then existed. 

Mr. Rusuer. I am not asking, though, whether or not it is pos- 
sible for an exemption to have arisen perfectly legitimately within 
the time. I am asking you whether or not when you learned these 
shares were back, sold back on the New York market, the very date 
Swiss-Israeli told you they were being sold on the European money 
market, were you surprised ? 

Mr. Frumperc. As I say, yesand no. When you gentlemen came in 
relating the alleged fact to me that I hadn’t known existed, I did 
express the fact that I was a bit surprised. 

Mr. Rusner. Mr. Garcia, could you indicate for the record at this 
point the rate at which these Basic Atomics shares were sold back 
into the United States, primarily through the New York market, 
following—on and following the 9th of September ? 

Mr. Morris. May I add to that, Mr. Rusher, Mr. Chairman, why 
not have Mr. Garcia give the date of sale, the place of sale, and the 
price of sale? 

Mr. Rusner. If he has that much information available, we would 
like to have it. 

Mr. Garcia. That information has been turned over to the com- 
mittee already. 

Mr. Morris. Read it into the record at this time. 

Senator, this does appear in the executive session record to a large 
extent but that is not in the public record. You see, Senator, here you 
have a situation whereby through the device of a foreign trust, money 
is being taken out of the United States and we cannot determine who 
made the money. 

Mr. Rusuer. Or who for a time held contro] of Basic Atomics, 
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Senator Hruska. Very well. Mr. Garcia, will you proceed / 

Mr. Garcta. The first date of record, securities of the same serial 
numbers as those indicated to date, came back in the New York 
market on September 8. 

Mr. Morris. When was this sale consummated ? 

Mr. Garcia. The contract date I have is August 23. Issued on 
August 26, 28, and 29 in 3 blocks. 

Mr. Morris. For the interest of clarity, may I ask a few questions ? 

The contract effecting the sale was dated—— 

Mr. Garcia. August 23, 1955. 

Mr. Morris. The first delivery of the stock under that was when? 

Mr. Garcia. August 26, 250,000 shares were issued in the name 
of Roy Can. 

Mr. Morris. Three days later in New York City, 250,000 of the 
750,000 shares were delivered in New York City. 

Mr. Garcta. Delivered to the office of Mr. Schwebel, as I think he 
testified, 830 Broad Street. 

Mr. Morris. That was still in New York City. 

Mr. Garo, Yes. 

Mr. Morris. What was the next delivery of stock under that? 

Mf. Garcia. August 31, physical delivery to Mr. Schwebel, 500,000 
shares. 

Mr. Morris. Therefore, within 8 days all of the stock was delivered 
in New York City. 

Mr. Garcia. Correct. 

Mr. Morris. When was the stock first sold in New York City? 

Mr. Garcta. On September 8. 

Mr. Morris. In other words, 8 days later. Was there any indication 
the stock physically left the United States? 

Mr. Garcta. I don’t know. Am I permitted to refer to previous 
testimony ? 

Mr. Morris. Yes. 

Mr. GarcrA. Mr. Schwebel said the stock was delivered by someone 
from his office to the Royal Bank of Canada, physically delivered. 

Mr. Morris. In New York? 

Mr. Garcra. No. In Canada. It was put on a plane and sent into 
Canada some time in that 8 days. 

Senator Hruska. By whom? 

Mr. Garcia. Mr. Jubian in his office. 

Mr. Morris. Can you add anything to that! 

Mr. Frumepera. At first, Mr. Morris, 1 was supposed to take all the 
certificates to deliver to the Swiss-Israeli Bank in Geneva. When 
that arrangement had apparently been disclosed to the banks all bank- 
ers by Mr. Schwebel—I don’t know exactly how—I was then advised 
that they would not want me to take the shares physically and fly 
with them, something to do with insurance, and they would go through 
regular bank channels, and that was the last I heard except I recall 
they had been delivered to the Swiss-Israeli Bank. 

Mr. Morris. Who is Mr. John H. Greenberg / 

Mr. Frumeere. I know him as an attorney in Toronto, as a friend 
of Mr. Schwebel’s. 

Mr. Morris. He was the official representative of the Huettonwerk 

Trust, was he not? 
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Mr. Frumpera. I knew that he was a representative of the Huet- 
tonwerk Trust. 

Mr. Morris. Now, when the stock was delivered to Canada, as Mr. 
Garcia has told us, was it delivered to Mr. Greenberg ! 

Mr. Frumeere. I am not certain, with any degree of accuracy. My 
recollection of the conversations in the office was that the stock was 
to be delivered to a bank in Toronto, and I have a recollection that 
Mr. Greenberg may have made those arrangements for the bank to 
receive delivery of the shares. 

Mr. Morris. Do we know at what date they were delivered in 
Canada? 

Mr. Frumperc. I have a recollection that perhaps Mr. Jubian took 
them to Toronto, or Canada, before I left for Europe. 

Mr. Morris. When did you leave for Europe? 

Mr. Frumeerc. I arrived in Geneva on September 2. I believe I 
left here either August 31 or September 1. September 1, 1955. 

Mr. Morris. Well, can you add anything to that testimony, Mr. 
Garcia ? 

Mr. Garcra. This last physical deliveries of certificates in New York 
was August 31. 

Mr. RusHer. Mr. Garcia, may we find out now when the stock was 
sold back to the New York market? Just give me those sales. 

Mr. Garcta. On September 8, Canadian Bank of Commerce, for the 
account of Dominion Securities sold 50,000 shares to New York broker 
Joseph J. Lamb, at three and a quarter. Also, on September 8, Mc- 
Laughlin Cryan, New York brokers, sold 5,500 shares to the account 
of Standard Securities, Ltd., of Canada. 

Mr. Morris. At what price? 

Mr. Garcta. Three and a quarter. 

Mr. Morris. Purchased at 2, now being sold at 314, 8 days later. 

Mr. Garcia. That is right. 

On September 9, McLaughlin Cryan sold an additional 3,300 for 
the account of Standard Securities. Delivery on this stock was made 
September 21 by the Toronto Dominion Bank, delivered in the name 
of Finextra, which is a street name for the Swiss-Israeli Bank. 

Mr. Morris. At what price? 

Mr. Garcia. Different prices all during the period. Up to Sep- 
tember 29, different prices over the period. 

Mr. Morris. Give us those prices. 

Mr. Garcia. I have not got the detail. It ranged from 314 up to $4. 

On September 12, McLaughlin Cryan received an open order from 
the Swiss-Israeli Bank to sell 50,000 shares at 374, 25,000 at 3154 ,, 
25,000 at 4, 25,000 shares at 4% . 

On that same day, September 12, an order for selling 50,000 shares 
at 37, and 25,000 at 315 ¢ were executed. 

Mr. Morris. In other words, several hundred thousand shares were 
sold within 12 days after delivery to the Huettonwerk Trust, and 
representatives of the Huettonwerk Trust, for prices in some cases 
exceeding twice the value? 

Mr. Garcta. Yes. 

Mr. Rusuer. Mr. Garcia, by February 14, 1956, how many of the 
750,000 shares which had been sold to the Huettonwerk Trust the pre- 
vious August 23 had been resold in the American market? Do you 
happen to have that figure? 
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Mr. Garcra. The total figure I do not have. A total of 652,000 
shares were received by the Bank of America and distributed among 
yarious brokers. McLaughlin Cryan, 75,000-—— ; 

Mr. Rusner. Physically received, the implication being for ulti 
mate sale at a high rate? # 

Mr. Garcta. For ultimate sale. 

Mr. Rusuer. How much? 

Mr. Garcta. 652,000. 

Mr. Rusner. Less than 100,000 remaining outstanding in the hands 
of Huettonwerk, or any European distributee of Huettonwerk ? 

Mr. Garcta. That is right. 

Mr. Rusuer. Now, just one further set of questions about this, Mr. 
Frumberg. 

How do we know, aside from the statements made to you by Swiss- 
Israeli, and the other people who gave you oral assurances, the letter 
from Swiss-Israeli, how do we know that in point of fact there was 
any distribution to any European investor other than Huettonwerk? 

Mr. Frumperc. I don’t know, in fact. I took the assurances from 
the Swiss-Israeli Trade Bank and the agent of Huettonwerk Trust, 
and requested the letter from them which you have, as I would have 
done from anybody, had they asked me the same questions or given me 
the same facts, were I still Chief Interpretative Attorney in the SEC’s 
New York office. 

Mr. Rusuer. With the distinction that if you got curious as the 
Chief Interpretative Officer in the SEC, you could have the investiga- 
tive arm of the SEC look into the question, whereas we are prohibited 
now from doing that? 

Mr. Frumperc. You are quite right. 

In that respect—for example, the SEC for many years had questions 
similar to this. The facts would be propounded to me over the tele- 
phone. You have a similar situation in connection with securities of 
foreign issuers where public distributions are effected outside the 
United States, its territories and possessions. 

The broker-dealer fraternity in the United States would constantly 
call me at the Commission office to determine when they might com- 
mence soliciting people outside the United States to acquire those 
securities which had been publicly distributed outside the United 
States, and bring them back into the United States and solicit resi- 
dents of the United States to buy them. 

Mr. Rusner. As a matter of fact, in that particular case I believe 
you were asked by the firm of McLaughlin Cryan, were you not, to 
assure them that it was permissible for them to act as brokers for 
sales of these from Europe, back into the United States, these par- 
ticular shares? 

Mr. Frumpere. I was asked that question. 

Mr. Schwebel came into my office, as I recollect, and told me that 
there was an inquiry from McLaughlin Cryan, and could I write an 
opinion to them. 

To the extent that I had all these facts which I have related to you 
and the assurances from the Swiss-Israeli Trade Bank that the dis- 
tribution had been completed abroad, I wrote an opinion addressed to 
McLaughlin Cryan, stating on the basis of the facts the distribution 
had been completed abroad, that the McLaughlin Cryan would have 
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the so-called dealer exemption from the Securities and Exchange Act 
of 1933. 

Mr. Rusuer. That letter was dated September 29, 1955? 

Mr. Frumeperc. Yes. 

Mr. Rusuer. And based on the same set of assurances from Swiss- 
Israeli and the oral assurances received ? 

Mr. Frumpere. Yes. 

As a matter of fact, I later wrote a letter to Mr. Warren in Decem- 
ber, which I think you also have, concerning my understanding of the 
transactions and reassuring him to some extent, in view of certain 
facts that I had raised with him about some of the shares coming 
into the New York market. 

Mr. Rusner. Now, to sum up, then, and you understand, havin 
heard the earlier testimony today, that what we are chiefly interestec 
in here is what can be done with anonymous foreign accounts; here 
you have a situation in which the 750, 000 shares were sold to Huetton- 
werk Trust, with Swiss-Israeli Bank, a Swiss bank acting as escrow 
agent, you say # 

“Mr. Frumperc. For the company. 

Mr. Rusuer. Then Huettonwerk presumably taking its word, and 
Swiss-Israeli’s word, sells the 750,000 shares to a number of European 
investors, and in this case Swiss-Israeli is acting as what, as the agent 
of Huettonwerk ? 

Mr. Frumperc. Yes. 

Mr. Rusuer. In the sale. 

Mr. Frumperc. Well, it acted as the agent for Huettonwerk in 
receiving the shares, let me put it that way. 

The Basic Atomics delivers the shares to the Swiss-Israeli Trade 
Bank as its escrow agent. It is an accounting or a bookkeeping 
matter. There were no shares paid for, that those shares are then 
listed in the account of Huettonwerk Trust, with Swiss-Israeli still 
maintaining custody of the shares. 

Then, upon order from the Huettonwerk Trust, acting as a broker 
in the sale by Huettonwerk Trust 

Mr. Rusuer. That is the second role of Swiss-Israeli Trade Bank. 

Now, however, the European investors, it appears, turn around, and 
within a matter of days are selling their shares back in the American 
market, and the sale in this case is with Swiss-Israeli as the agent of 
the distributee ? 

Mr. Frumperc. Distributee or distributees of the Huettonwerk 
Trust. 

Mr. Rusuer. Huettonwerk Trust is distributee of the European 
investors ? 

Mr. Frumperc. Remember, I still only know what I was told 
about it. 

Mr. Rusuer. I say, taking their word and Swiss-Israeli’s word for 
the movement. 

Mr. Frumperc. The distributee of Huettonwerk Trust is then using 
Swiss-Israeli Trade Bank as its brokers. 

Mr. Rusuer. Swiss-Israeli acts, therefore, in no less than three 
separate capacities ? 

Mr. Frumperc. Three or four, maybe lots more. 
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Mr, Rusner. The escrow agent for Basic Atomics, as holding agent 
for Huettonwerk of the shares, as the sales agent of Huettonwerk in 
selling them to the European investors, and as the agent, again, for 
the European investors selling them back to the American market; 
and we cannot find out who are the investors because the Swiss laws 
prohibit Swiss-Israeli from telling. 

Mr. Frumperc. Assuming—you say all the shares—assuming all 
the shares were. 

Mr. Rusuer. Were what? 

Mr. Frumpere. I did see letters from certain firms to the Swiss- 
Israeli Bank which led me to believe that shares were being sold and 
delivered by the Huettonwerk Trust or distributees to the London 
firms. 

Mr. Rusuer. What sort of letters? 

Mr. Frumperc. Cablegrams. 

Mr. Morris. You mean, that would be the only indication to you 
that there were even any European investors in this case ? 

Mr. Frumperc. And the oral assurances obtained from the bank. 

Mr. Morris. Other than the oral assurances, there were no—other 
than that, there was no evidence that there were any 

Mr. Frumpberc. I have no direct evidence. 

Mr. Morris. We cannot be sure except for the assurances that there 
were—the stock was sold 8 days later after it was delivered in Canada, 
here on the street, and the profit made on this was more than a million 
dollars. 

Mr. Frumperc. Well, these are the facts that I am hearing now, 
and have been hearing for the last few months, the facts. 

Mr. Morris. It means, if 652,000 shares were sold in excess of three 
and a quarter, having been sold at $2 a share shortly before then, the 
profit exceeds a million dollars. 

Mr. Frumperc. You foreclose, when you say that, the possibility of 
numerous intermediary transactions taking place in Europe. 

Mr. Morris. That is right. If the European transactions in the 
intervening 8 days—— 

Mr. Frumpserc. I assumed this is a bona fide public distribution in 
Europe, 

Mr. Morris. Even if there were, there would still be more than a 
million dollars made in the transactions—maybe not made by one 
person, but a collection of European investments. 

Mr. Fromeerc. For sale in Europe at $2 might have been retailed 
at 21/4, 214, gradually approximating the market price in the United 

tates. 

Mr. Morris. But the accumulated profit would have been more than 
a million dollars. It was at $2 8 days earlier. 

Mr. Frumperc. When you say the accumulated profit, on that basis, 
yes. 

Mr. Morris. We don’t know whether it was only one person earning 
the profit or whether it was made by a series of persons, but, Senator, 
we have other cases like this at our investigative staff level and, Sen- 
ator, this is a concrete example of the problems that beset the Internal 
Security Subcommittee at this point, and I am sure it is the kind of 
case referred to by Mr. Orrick in his statement at Hot Springs, Va., 
on June 7, 1957. 
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Senator Hruska. It would also seem to bear out Mr. Kerekes’ testi- 
mony that there is a potential here for operations of this kind which 
would be channeled into areas that would be very detrimental to the 
well-being and the security of this country. 

Mr. Frumperc. Sen: itor, if I might explain a little bit further— 

Senator Hruska. That, I want to add, is without reflection what- 
soever on the people involved here, because we know nothing of the 
facts, and it is without prejudice, or without any reflection on any of 
them, least of all you. 

Mr. Fromeerc. Thank you, sir. 

Discussing this simply as an interpretative problem under our 
Securities Act of 1933, I have heard Mr. Gould and Mr. Meeker this 
morning. 

Now, of course, I was delegated by the Commission to interpret 
these statutes for m: ny years here at the New York Regional Office. 
Forgetting for the moment the possibilities of a grand conspiracy to 
ev = the statute, you have asked several questions this morning, and 
I would like to explain one. 

For example, when I mentioned a foreign issuer, say in Canada, 
has a public distribution in Canada, the broker-dealers in the street 
would call me at the SEC and say, “Can I buy those securities?” 
and there would already have been premium price, the price of those 
securities, because of the demand. 

And the answer was always on the basis of the fact that if the 
distribution is completed in Canada, you have the right to solicit it in 
Canada, to buy those securities and bring them down here for resale, 
and solicit free of the registration provision. 

Senator Hruska. After original distribution in Canada? 

Mr. Frumeperc. After distribution has been completed in Canada. 

That is the other side of this particular problem you are asking 
about in the Basic Atomics deal. 

Now, I believe Mr. Rusher asked me a question about the future 
in connection with what this committee can do. 

There is one very simple thing. As you know, the Securities Act 
says all securities to be offered for sale, sold or delivered after sale 
through the use of the mails or instrumentalities of interstate com- 
merce must be registered with the SEC. 

You have provided several exemptions. One of them is trans- 
actions by an issuer not involving any public offering. 

Now, interstate commerce is ‘defined in the act as commerce be- 
tween the States, and commerce between the States and any foreign 
countries, 

It seems to me that this particular problem area where you are 
considering Basic Atomics, a simple solution is to drop that. private 
offering exemption from the statute, or to modify it so that any do- 
mestic issuer wishing to make a private placement must go to the 
Commisison to apply for the exemption. 

Senator Hruska. And then the Commission investigates the con- 
ditions and takes the burden of passing judgment on its propriety / 

Mr. Fromeerc. On the basis of the facts set forth by the company 
and its counsel. Facts are peculiarly in the knowledge of the com- 
pany and counsel. That is the way the Commission has operated for 
years. 
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When counsel had any questions and wanted an opinion, they would 
come and submit the facts to the Commission, and say : 

“On these facts, do you think we have an exemption?” And the 
staff would say, “On the basis of the facts presented, we are not dis- 
posed to recommend any action to the Commission.” 

On close cases they would be sent up to the Commission itself to 
rule on, and the Commission would direct the staff to give a no-action 
opinion, if it felt it necessary. 

Senator Hruska. My question is this: 

You say that that had been the practice, to refer those borderline 
cases or questions of doubt to the staff, and sometimes to the Com- 
mission ? 

Mr. Frumeerc. No. 

The borderline cases were those that the staff thought were border- 
line and would refer those directly to the Commission. 

Senator HrusxaA. But it was cases in which the field attorneys had 
doubts about them that were to be referred to the staff ? 

Mr. Frumperc. Well, for example, take any issue listed on the New 
York Stock Exchange. They had a set of facts, proposed offers which 
they and their attorneys may have felt might not necessarily fall with- 
in the purview of the private offering exemption. 

They would approach the staff of the Commission for an opinion 
letter. Now, if the staff of the Commission had doubts about it, and 
upon request of the attorneys and issuers, we would refer the matter, 
with the staff recommendation, directly to the Commission itself. And 
then the Commission would give us instructions as to how to reply to 
that letter. 

Senator Hruska. Now, that practice which you have described, is 
that still followed, do you know? 

Mr. Fromeerc. I believe it is, but I have not been with the Commis- 
sion since February 1954. 

Senator Hruska. You have no information to the contrary ¢ 

Mr. Fromserc. Well, on occasion I have presented requests for in- 
terpretative opinions to the staff myself, but I never had the necessity 
of asking the staff to send them up to the Commission and, as far as 
I know, the staff has not referred them to the Commission, but I be- 
lieve it is a practice, and still continues. 

Mr. Rusuer. I would suggest, Senator and Judge Morris, that we 
have Mr. Schwebel, who, for one reason or another, is not here today, 
testify at some future hearing of the subcommittee, to complete the 
record on this subject matter, because I understand he was the man 
that negotiated the contract with the represenatives of the Huetton- 
werk Trust in the first place. 

Mr. Morris. Senator Olin Johnston plans to be here on Friday to 
continue these hearings, and we can arrange that with Mr. Schwebel. 

Senator Hruska. That would be well, because we have other things 
scheduled. 

Mr. Frumperc. In reply to your question, I did not participate in 
the negotiations. 

Mr. Morris. I said Mr. Schwebel did. 

Mr. Fromeerc. I thought you were asking me. You understand 
that I did not have any participation. 
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Senator Hruska. Any further questions of Mr. Frumberg?! 

Mr. Rusuer. Senator, before we close, I offer for the record an arti- 
cle from the New York Herald Tribune for, I believe, June 4, 1957, 
discussing a number of subjects which have arisen here today, includ- 
ing the internal security aspects of this problem of anonymous for- 
eign accounts. 

Senator Hrusxa. It will be received for the record. 

(The document referred to was marked “Exhibit No. 473” and reads 
as follows:) 

Exuisit No. 473 


[From the New York Herald Tribune, June 4, 1957] 
WALL Street, U. 8. A. 
By Donald I. Rogers 
IDENTIFYING FOREIGN HOLDINGS 


G. Keith Funston, president of the New York Stock Exchange, has come up 
with a solution to the problem of identifying foreign owners of American secu- 
rities which, Wall Street leaders believe, merits serious consideration by Fed- 
eral authorities. 

It has been known for years that unnamed and unknown foreign interests 
possess huge holdings of American stocks. Only the extent of the ownership 
is known to the authorities, not the identity of the owners. It could be Ameri- 
cans who have deposited money abroad—usually in Swiss banks, where dis- 
closure of depositors is not mandatory—and who thus avoid American taxes. 

On the other hand it could be foreign industrial interests acquiring direct 
ownership of American enterprises. It could even be money from behind the 
Iron Curtain. 

Speaking at the General Management Conference of the American Manage- 
ment Association, Mr. Funston proposed a broad program designed to strengthen 
the rights of stockholders in proxy contests and to give shareholders in all 
publicly owned companies the benefits of “full disclosure.” 


CURB ON VOTING 


As part of the program, Mr. Funston recommended that the Securities and 
Exchange Commission be empowered to take court action to block the vote of 
any stock where the Commission believes its disclosure rules are being violated. 

This, he said, would provide an effective means, during proxy contests, of 
piercing the anonymity of foreign holdings. 

At present the SEC can enforce its disclosure rules governing proxy contests 
of companies listed with the stock exchanges, where domestic stockholdings 
are concerned. But where shares are held in the name of foreign institutions, 
either for American citizens or the nationals of other countries, the SEC finds 
itself thwarted in its efforts to get the facts. It has no enforcement outside 
the country. 

Apparently he was speaking for the membership of the stock exchange when 
Mr. Funston said: “We believe that the SEC should be empowered to go to 
court and seek a temporary restraining order barring the vote of any stock in 
which it has reason to believe any proxy participant has an undisclosed interest, 
either direct or indirect.” 


WAY OF GETTING FACTS 


It is solid reasoning, and it illustrates again the leadership the New York 
Stock Exchange has taken during the years in policing its own markets. 

Mr. Funston’s proposal, if adopted by Congress, will help get the facts, about 
purchases made through foreign banks without directly involving the foreign 
institutions. 

It would have the effect of putting the true owner—the anonymous holder 
of American securities—right on the spot. He would have to decide whether to 
make full disclosure of his identity, or sacrifice his proxy vote. 
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This has the added charm of not invading unnecessarily 
many investors who register their shares in the names o 
call the practice “registering in street names” 
proxy contests. 

Senator Hruska. That will be all, Mr. Frum! 
very much for your time and the contribution 

Mr. Frumpera. Thank you, sir. 

Mr. Morris. Thank you, Mr. Frumberg. 


f banks or 


and who do not 


2: 30. 
(Whereupon, at 1:15 p. m., the hearing 
vene at 2:30 p. m., of the same day.) 


ioerg, and 
uu nave ] 


Senator Hruska. The hearing will be adjourned at this time unti 


) 


the privacy of the 


brokers—they 
participate in 








“Lee a ANd AAMAS IE i RNa NNN a6 ae a A eT. 


SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


SATURDAY, JUNE 8, 1957 


Untrep Srartes SENATE, 
SUBCOMMITTEE To INVESTIGATE THE 
ADMINISTRATION OF THE INTERNAL Securtry Act 
AND OTHER INTERNAL Securtiry Laws, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. ¢ 

The subcommittee met, pursuant to call, at 10:35 a. m., in room 
313, Senate Office Building, Senator Roman L. Hruska presiding. 

Also present: William A. Rusher, associate counsel. 

Mr. Rusuer. Senator, this is a regular hearing of the Internal 
Security Subcommittee, called to hear this witness with respect to the 
problems of law enforcement that may be raised by anonymous 
numbered banking accounts in Switzerland. 


STATEMENT OF FRED C. SCRIBNER, JR., ASSISTANT SECRETARY 
OF THE TREASURY; ACCOMPANIED BY ELTING ARNOLD, ASSIST- 
ANT GENERAL COUNSEL, DEPARTMENT OF THE TREASURY 


Mr. Rusuer. Would you give us your name and position? 

Mr. Scrrpner. Fred C. Seribner, Jr., Assistant Secretary of the 
Treasury. 

Mr. Rusner. Mr. Scribner, the Internal Security Subcommittee 
has been investigating the question of whether the practice in various 
foreign countries, specifically Switzerland, of maintaining rigid an- 
onymity of deposits in their banks presents any problems from the 
standpoint of the internal security of the United States. For ex- 
ample, in the field of law enforcement, generally 

We are calling you today to advise us what you can about this 
subject, so far as it will affect the Department of the Treasury. 

Specifically, do you have any way of knowing whether large sums 
are deposited by persons in the United States in these numbered 
Swiss accounts ¢ 

Mr. Scrisner. Well, as a little preliminary, of course, as you know, 
the tax laws of this country seek to impose tax li: bilities on our peo- 
ple—that is, citizens and residents of the United States—on a world 
wide basis. That always presents certain administrative problems. 

There is investment activity in the United States carried on, both 
by citizens of this country and foreign investors, through the medium 
of financial institutions which are located in foreign countries, and to 
the extent that deposits might be made here to be credited to accounts 
in foreign banks, we might well be interested in those deposits for tax 
purposes, whether they are deposited either in numbered accounts 
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or in the names of individuals resident in those foreign countries. 
We do have some problems of securing information in tracing the 
actual owners of those accounts. 

Mr. RusuHer. Now, with regard to my particular question, is it a 
fact that deposits are made in substantial sums in Swiss numbered 
accounts by people in the United States, through banks here? 

Mr. Scripner. Well, there is considerable trading back and forth 
between this country and Switzerland, as far as the banks are con- 
cerned, because of the strength of the Swiss banking laws, the sta- 
bility of that country, and the stability of its currency. 

As a matter of fact, the United States and Switzerland are probably 
the two countries which people look to if they are concerned about 
the stability of the financial institutions in their own countries. 

There are deposits made in American banks to be credited to num- 
bered accounts in Swiss banks. 

Mr. Rusuer. How are these deposits usually made? Would it be 
by a check and order here? 

Mr. Scrrpner. Yes; the deposits would usually be made by checks 
or customary regular normal banking transactions. 

Mr. Rusuer. Have there, however, been occasions in which large 
or fairly large deposits have been made in cash? 

Mr. Scrrpner. The only information that the Treasury Department 
gets along those lines are instances in which there have been substan- 
tial deposits made in currency in our banks, or in financial institutions. 
That information comes to us, whether the deposits are made for 
individuals in this country or whether they are made for credit abroad. 

In other words, we are interested in any relatively large transaction 
involving currency. That is to alert our income-tax people to follow 
it through to find out whether it might lead us to some possible area 
of collecting taxes. 

Mr. Rosner. Off the record, just a minute. 

(Discussion off the record.) 

Mr. Scrrener. We do receive some information indicating that 
there are cash deposits made to be credited to accounts in foreign 
countries. 

Mr. Ruswer. In recent years, have there been a number of such 
deposits in fairly large sums for cash directed to Swiss numbered 
accounts ? 

Mr. Screener. Well, as I say, the information which we get is only 
of substantial amounts. In other words, we do not get full detail of 
all amounts deposited—small amounts or amounts that would appear 
to have no real interest to the taxing authorities. 

The reports that we have had from various sources indicate that 
during the last couple of years in the vicinity of $500,000 a week is 
being deposited in American banks, in cash, to be credited to accounts 
in Swiss banks. 

Senator Hruska. Over how long a period has this volume run that 
way? 

Mr. Scrrener. I would estimate, Senator—and this is a rough esti- 
mate—during the last 2 years, 1955 and 1956. 

Senator Hruska. Was it a gradual growth in volume up to that 
point, or did it step up in a hurry? 

Mr. Scrisner. We have no information to lead us to think that 
something unusual happened and it stepped up suddenly. There 
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has been, over the last few years, quite a stepup in amounts credited 
to Swiss banks, not only in cash but in other mediums—checks, = SO 
forth—related to an increase in the investment interest in this countr 

Of course, the change in the value of the dollar has made some 
difference in it. 

Senator Hruska. Would you give us that amount again? 

Mr. Scripner. It has been in the vic inity—this is not too accurate a 
figure—but in the vicinity of $500,000 a w eek. 

“Senator Hruska. Has any analysis been made of those deposits, 
with reference to the portion which has been in currency and the por 
tion in cash and checks? 

Mr. Scrisner. Yes, sir; the figures I gave you were deposits that 
were being made in cash. 

Senator Hruska. What about the identity of the depositors? Can 
that be established ? 

Mr. Scripner. We have, so far as I know, no general laws anywhere 
in this country requiring identification of depositors. You could, if 
you wished, go to a bank today and make a deposit for my account. 
As long as you gave the number of the account and my name, the bank 
would ‘probably make no inquiry of you as to who you were or why 
you were making the deposit. 

The banks themselves, of course, can ask questions, if they elect so 
to do, but in most instances that is not true, and that would be so in 
most of these cases also. 

Senator Hruska. Do you see any necessity for any purpose—do 
you see any necessity or desirability for any purpose of an act w hich 
would require the establishment of the identity of depositors to the 
credit of foreign accounts ? 

Mr. Scripner. Senator, I understand your question to mean, Is 
there need for legislation requiring identification of those who actu- 
ally come to the bank and put money into accounts ? 

Senator Hruska. That is right, inasmuch as we have certain tax 
laws, certain security we must protect, on the basis of policy this 
committee is interested ultimately in any legislation that should be 
recommended by it to Congress. 

I am asking whether you see any desirability or necessity for such : 
law. 

Mr. Scripner. No, sir. 

On the information that I have at the present time, I would not 
believe so, looking now to a law which would apply to every depositor 
in every bank. 

Senator Hruska. I didn’t have reference to all depositors to all 
accounts. I mean, depositors to foreign accounts where the moneys 
are deposited to the credit of an account maintained beyond the 
borders of America. 

Mr. Scrisner. It, of course, would be helpful to us if we had that 
information. My own personal opinion is that it would be almost 
impossible legislation to draft, because undoubtedly it would lead 
to the use of. straws, as are used so frequently now in real estate 
transactions, where there would be a full disclosure of the actual per- 
son who comes into the banks and makes a deposit, but then, it would 
be a question of following that person back to find whence he.got the 
money, and further steps back of that. 
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We have now no requirement that people leaving this country and 
taking currency of this country with them must disclose the amount 
they take, nor are they prohibited from taking any amount. So 
that legislation would lead you into many other fields. 

There is not, at the present time, anything to prevent individuals 
for example, from going to Canada or going to Mexico with sub- 
stantial amounts of currency and making deposits there, if they elected 
to do so. 

Mr. Rusner. Has any representation been made to the Depart- 
ment of the Treasury of the actual identity of some of these de- 
positors ¢ 

Mr. Scripner. The interest here is not of the main Treasury, as 
such. 

It is an interest of the Internal Revenue Service in the sense 
that they are interested in any large deposits, regardless of who makes 
them, to see if they lead into any area of profits we haven’t tapped, 
or have not been properly reported. 

Our people take very real interest in it, and that applies to deposits 
in Swiss banks. 

Mr. Rusuer. Investigations have been made, then, by Internal 
Revenue as to the identity of depositors / 

Mr. Scrrpner. Yes. 

Mr. Rusuer. What have they found in that respect ? 

Mr. Scrisner. All sorts of things, depending on the particular case. 

Mr. Rusuer. Would it be correct to say that they have found a 
number of cases in which names and addresses have been fictitious? 

Mr. Scripner. There have been several cases where they have not 
been able to locate immediately persons bearing the names of those 
who made deposits. 

It would be fair to say that, perhaps, they have found in some 
instances that deposits are made under assumed names. 

Mr. Rusuer. That is to say, when the investigators of Internal 
Revenue go to find out who has been making large cash deposits to 
the credit of Swiss numbered accounts, they have found, at least in 
a number of cases, that they cannot find a person bearing the name 
of the depositor living at the address given when he made the deposit ; 
is that correct? 

Mr. Scrrpner. There have been some instances in which our investi- 
gators reported that to be the fact; yes, sir. 

Mr. Rusuer. Has this pattern or situation been uniform over the 
years, or has the Internal Revenue Service noted an increase in this 
particular situation in recent years? 

Mr. Scrrener. Well, I would be glad to ask the revenue people to 
furnish a statement on that. I have at hand no information on this 
which would indicate there has been any particular change in the 
last few years. I would be glad to ask them to provide me a state- 
ment, which I will supply you for the record on that point. 

(The information supplied is as follows :) 

There has been a definite increase in the last 2 or 3 years in the number of 
eases involving cash deposits to foreign accounts which have come to the atten- 
tion of the Internal Revenue Service. It should, of course, be borne in mind 
that the Service is interested in substantial or unusual cases which may have 


some potential tax implication. Investigations are still continuing with respect 
to the cases involved. 
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Senator Hruska. When we say “large amounts,” in this connection, 
what are we dealing with? What kind of amounts go to make this 
approximate $500,000 weekly in cash that are being deposited? Do 
you have any idea? 

Mr. Scrrpner. I believe there would be amounts of $2,500 and 
above, with this addition: That there might be some amounts smaller 
than that, which, because of the nature of the deposits, someone felt 
we might be interested in, and would report. There might be in- 
stances of deposits larger than that, in which, because of the nature of 
the people involved, notice wouldn’t be given to us. But in approxi- 
mation, the figure I gave you would be in amounts of $2,500 or more. 

Senator Hruska. How high would they run; as high as $10,000? 

Mr. Scripner. I could not say. I would be sure that some would 
run more than that. 

Senator Hruska. This figure of $500,000 weekly—is that a national 
total ? 

Mr. Scripner. Yes. 

And I want to stress again that that is only the amount which we 
believe is being deposited in the area in which we would be interested, 
of the larger amounts. That is a national total; yes, sir. 

Senator Hruska. You mean, the area of larger amounts—you don’t 
mean geographical area ? 

Mr. Scrisner. No, sir. 

Senator Hruska. Is there any indication of that amount with 
reference to geography ? 

Mr. Scripner. The bulk of it would be in the New York banking 
area, because that is where so much of the banking is done in rela- 
tion to foreign countries. 

Senator Hruska. Have you any idea of the proportion ? 

Mr. Scrrpner. I would say that most of it would be in that area. 

Mr. Rusuer. Mr. Scribner, as distinguished from speculation, does 
the Treasury know the purpose of most of these deposits, and I refer 
specifically to the purpose of deposits in which the depositor has left 
a name or an address which you cannot locate or identify? Do you 
know why these deposits are being made ? 

In other words, I can imagine various possible reasons. I just 
wonder whether or not the Treasury Department has specific infor- 
mation. 

Mr. Scripner. In the cases in which we have prepared tax cases, we 
would know. In most cases, it would be only speculation on our part. 

Mr. Rosner. It could be, in other words, a great many other things. 
It could have, or might not have at all, security applications? 

Mr. Scrrpner. Yes. 

Mr. Rusuer. Is there any way you could suggest that this com- 
mittee, which is charged with watching the administration of the 
internal security laws of the United States, could get more deeply 
and concretely into the question of why this money is going over 
there in these quantities with fictitious, or at least unidentifiable, 
names and addresses of depositors ? 

Mr. Scrisner. Well, I would suggest to you that perhaps testi- 
mony from someone who has had a good deal of experience and has 
current knowledge of the international banking situation could per- 
haps give you some general information. I am not qualified to do 
that. 
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There have been suggestions made, for example, in the press and 
other places, that because of the great unrest in the Middle East at the 
present time, people with funds there are now doing their banking 
through Switzerland rather than through some other sources. 

I believe that information could be given to you as to why Switzer- 
land is now being used for international banking purposes. 

Mr. Rusuer. I can understand why somebody who had been do- 
ing his banking in the Middle East might now change and do it in 
Switzerland. But would it be customary or necessary, ordinarily, 
for a person who moved his account to Switzerland for that reason 
to deposit sums ranging from $2,500 to upward of $10,000 in cash 
in New York banks, with fictitious names and addresses, to the credit 
of such accounts? In other words, would that particular Middle 
Eastern situation tend to explain the particular phenomenon you have 
described ? 

Mr. Scrisner. It certainly would be one explanation if the facts 
bore out, because many of those countries do have currency and money 
controls that apply to the citizens of their countries, which would 
require these people to disclose information to their own countries. 
They would be, perhaps, desirous of not doing so. 

Mr. Rusuer. In other words, this would be a means whereby na- 
tionals of such countries might evade their own financial or tax 
regulations and laws; is that correct? 

Mr. Screener. It could be used for that purpose ; yes. 

Mr. Rusuer. Off the record. 

(Discussion off the record.) 

Senator Hruska. Mr. Scribner, let’s make inquiry into the subject 
of payments from Swiss accounts to individuals or corporations or 
firms here in America. 

Mr. Scripner. Senator, the Swiss have probably the most stringent 
banking laws of any country for the purpose of protecting depositors 
in their banks. In fact, I understand that it goes so far that in that 
country, they make some regulation of people who make deposits in 
the banks also, much more than other countries. 

Apparently it started back in the early 1930’s, when people were 
leaving some of the countries in Europe and protection was given 
to them by Switzerland. The Swiss Government, in any discussions, 
has indicated that the Swiss people would probably stand very 
strongly behind the legislation which they have there, which protects 
depositors in their banks. 

So that, what the Swiss Government and the Swiss bankers can 
do to be of assistance to us is necessarily limited by their laws. 

We now have a treaty with Switzerland providing for an exchange 
of information to aid us in enforcing our tax laws and to aid them 
in their tax laws. We will furnish them with information if we have 
it within our revenue system, and they will furnish us with anything 
which they have. So that is one step they have taken. 

Mr. Rusuer. How long has that been in effect, Mr. Scribner? 

Mr. Scrrpner. Since 1951. 

Mr. Rusuer. Negotiations are presently underway, I understand, 
on the diplomatic level, with the Swiss, looking toward a satisfactory 
exchange of information. I was wondering whether or not you were 
reporting the consummation of that.agreement. 

Mir, Scrrpner. No, sir. 
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Mr. Rusuer. Do you happen to know whether or not further nego- 
tiations are going on, either to amend the tax treaty or to add to it in 
some way, to provide for further disclosures / 

Mr. Scrisner. If there are such negotiations, they are not being 
carried out in the Treasury Department. 

Mr. Rusuer. And you are not aware of them ? 

Mr. Scripner. I have no personal knowledge; no, sir. 

The second step we have taken is to establish, quite recently, in the 
Internal Revenue Service, an International Operations Division, with 
a primary responsibility for the operations of the Service abroad. 
We now have Internal Revenue representatives stationed in France, 
Germany, Canada, and other places, to step up the information that 
we get from those sources, and to follow any possible taxes we should 
collect. 

The third step is a request which we made last year to the Congress 
for legislation which would make our citizens living abroad file 
returns, the same type of returns that are applicable to residents of 
the United States. This wouldn’t change their tax liability, but 
would give us an annual accounting, taxwise, of what these people 
are doing. That legislation is now under consideration by the Ways 
and Means Committee. If they will approve it and Congress elects to 
pass it, it will be very helpful to us. 

Senator Hruska. In those returns, of course, if there were pay- 
ments made to individuals here in America, they would be disclosed ? 

Mr. Scrrpner. Yes, sir. 

If those returns were filed, we would have some very helpful infor- 
mation as to how much of this money was reaching the hands of 
American citizens. 

Senator Hruska. I don’t know—the question I asked is for the 
purpose of determining whether or not, perhaps, some foreign ac- 
counts would be drawn on or would be the source of moneys coming 
to American citizens. 

Now, what are the mechanics of transferring funds from Switzer- 
land to America, here, if they wanted to pay John Doe $25,000 and 
he lives at 732 Pennsylvania Avenue, here in the city; what are the 
mechanics for doing that sort of thing? 

Mr. Scrrpner. If you have money on deposit in Swiss banks, you 
can instruct the Swiss banks to transfer money for you to an American 
bank, which they could do. The American bank would act on those 
orders to pay people in this country, or make it available for you to 
draw on account, or you can give instructions to the Swiss bank to pay 
bills for you direct from funds in Switzerland. 

Senator Hruska. And, of course, the knowledge about any such 
receipts here, any such remittances and receipts here, would have to 
be established through the regular ways of doing it, as though the 
remittances were in a domestic check ? 

Mr. Scripner. That is correct. 

Senator Hruska. It would have to be deposited some place, and 
that would be the source ? 

Mr. Sorrpner. Yes. 

And if American citizens were involved, we would secure all the 
information that would be helpful taxwise, unless those citizens were 
engaged in deliberately attempting to evade our tax laws and not pay 

our taxes. 
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Senator Hruska. The Swiss banks have correspondent banks here 
in America ? 

Mr. Scrrpner. Yes. 

Senator Hruska. Is the information as to the payees of those funds 
available to United States authorities? 

Mr. Scripner. Well, we have, of course, rather broad rights to 
investigate any activity of American banks—payments which they 
might make. 

Senator Hruska. I have in mind a situation where a Swiss bank, 
having funds, would direct a correspondent bank in New York to pay 
John Doe here in America. Now, would the payment from that for- 
eign source to John Doe here in America be information that would 
be available to us upon inquiry of the New York bank? 

Mr. Scrrener. If the funds were transferred from the Swiss bank 
to an American bank, then the Internal Revenue Service would be able 
to get that information from the American bank. 

Senator Hruska. Of course, it wouldn’t be an actual transfer. If 
they were a correspondent bank, I presume—— 

Mr. Scrrener. It would be bookkeeping entries. 

Senator Hruska. Bookkeeping entries; yes. 

But as far as you know, there is no tabulation of any such transfers, 
nor any anlysis of them, to establish a pattern? 

Mr. Scrrpner. Not that has been made by the Revenue Service, 
because our interest is in the individual cases as we follow them 
through, looking for possible tax evasion by individuals, or separate 
taxpayers. 

Mr. Rusuer. I have no further questions for Mr. Scribner, Senator. 

Senator Hruska. I have no further questions. 

Thank you very much, Mr. Scribner, for coming and cooperating 
with us in this fashion. 

Mr. Scrrener. I might mention I have with me today Mr. Elting 
Arnold, Assistant General Counsel for the United States Treasury, 
who has been helpful to me in connection with this presentation. 

Senator Hrusxa. He has been helpful to the committee, too, and we 
want to thank him for being here. 

Before closing, I would like to add there will be placed in the record 
as an appendix to this testimony a table showing the deposits made by 
check to the credit of foreign banks in this country. 

Mr. Scriener. I think, Senator, it would perhaps be better to get 
the title from the table. I think the table shows only balances at 
the end of the months. It does not show a cash flow through the 
month, but shows the amounts which were on deposit. 

Senator Hruska. In America, to the credit of foreign banks in 
various countries. 

Mr. Scripner. Of foreign nationals; not necessarily banks. 

Let me correct that. It shows balances at the end of the month 
that are on deposit in American banks to the credit of depositors who 
have addresses in foreign countries. 

Senator Hruska. Of course, that would not be a comparable figure 
to the $500,000 weekly which is deposited here in cash to the credit 
of foreign bank accounts, would it? Anonymous bank accounts? 
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Mr. Scrrpner. Well, these, of course, aren’t anonymous bank ac- 
counts. ‘They are acc ounts—the Swiss use numbers for their accounts 
rather than names. But those figures have to do with deposits. The 
material that we have in the chart, and the only material we have in 
compiled form, or on which we receive information which would 
allow us to compile a summary of monthly balances. 

Mr. Rusuer. By check? 

Mr. Scripner. No. All monthly balances, the total amount on 
deposit. 

Senator Hruska. But you have no figure, then, which would cor- 
respond in checks to $500,000 monthly, the figure to which reference 
was made here? 

Mr. Scrisner. No, sir. 

(The table referred to was marked “473—A” and is as follows:) 
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Senator Hruska. Thank you very much, sir. 
Mr. Scrisner. Thank you, Senator. 
(Whereupon, at 11:20 a. m., the subcommittee adjourned.) 
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